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The present invention is related to U.S. Patent Application Nos.

09/038,158 entitled “Method and Apparatus for Enabling Smaller Investors or
Others to Create and Manage a Portfolio of Securities or Other Assets or
Liabilities on a Cost Effective Basis” filed on March 11, 1998 and 09/139,020

10 entitled “Method and Apparatus for Enabling Smaller Investors or Others to
Create and Manage a Portfolio of Securities or Other Assets or Liabilities on a
Cost Effective Basis” filed on August 24, 1998, which were both filed by the
same inventor. U.S. Patent Application Nos. 09/038,158 and 09/139,020 are both
hereby incorporated by reference in their entirety, as if repeated herein, including

15 the drawings.

BACKGROUND OF THE INVENTION

The present invention relates generally to methods and systems for

managing portfolios of investments, and more particularly to a method and system
20 for managing a portfolio of investments for smaller investors, in which the
investor can manage and limit the risk inherent in the portfolio.

Investors increasingly understand the potential for long-term returns from
investments in risky assets, 1.e., risky investments can provide better returns over
the long term as opposed to the returns from less risky assets. For example, an

25 investment in relatively risky common stocks provides, on average and over the

long term, a higher return than an investment in a money market account.
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Unfortunately, risky assets carry risk. Al though over time and on average
the returns on risky assets nmay he higher than those of |ess-risky assets,
their returns are nore volatile. An investor who wi shes to ensure that a
certain an¥@WA4gflj nvest ment _wil | be preserved as of a sBEEUSIEE i ne has
no certainty with risky S assets that such preservation wll be achieved.
As an exanpl e, an investor that purchasés-a common stock for $100 has no
assurance that in five years that share of commbn stock will be worth $I00.
By contrast, Hnfortavaelyoriskytratetsouyry risks Aldargiewasimeyandonevaiaghtha pri nci pal
anount payabl e at

certainty), atThe en%j{}J %’yﬁt?%aﬁ ok fh ?g{/%%#@gﬁaﬁgwﬁtlegsmslkg a%ewﬁ‘%géggﬁéci sely

$l1 00. For t hi sremeas oblatilenvas invesoravieo Wrshqsuerchhye prao¥ icehexdn wmbdimtadvi ce to t he
effect that they shoul | ace their |nve n differe r.i.sk cl asses -
usual |y shor t ™ 'H‘Fft‘%‘ﬂ SFirigsyed in bt G st e ane§8%nr.r#taﬂ<r.sk) and

long term (ri sdstd thablndBrprésbivetist WiCbdiichidvb® ri skiness of |ong-term
i nvestments presumably provides a boost to overall 15 expected returns

whil e the probabl ApbeSEmPl 2B Y§HOy BPLRFsEHecqmuren stpdider §404 hast ¢ he
portfolio ensyy ssﬁmtahatmaherftvetyetrmﬂ@a@%rtara@ﬁstﬁmﬁanstba wal b&tvbﬁﬁi g10chi s advice
attenpts, at one level, to take into account the concept of risk, and
reflects the Brmentest, abinvesor rhat buys gI6 yegr derapusy apledvitlh & bripgipal mmeuntt he

hi gher the ri 20 There
are a nunber %@a%%g@{e‘lﬁwgfﬂg@o@égﬁ E%‘gﬁglgggttsmg?’ngﬁt&a%ng@t gtretrﬁ]%g?lg types of
ri sk. One 10ypef thé five ykars, shekmiwrwhspajf premseipécb@(f i Eorrthiskeeqsoi,i iohesioss arel ati ve to
an indivi dual Q firm redlt and/ or
default risk. f%n}x)t? ér?elrda lw)t/tﬂ adwc?( Q t%x% %lfﬁct%a% tﬁegs{h uld placE het"hat if equity
or debt, the ﬁﬂaa;t:ﬁerm Incdifferehd nstkeclnsa}hl—yusmlyadhbheeras(mppmsya)d to relativel y

stabl e andther 25 de t hat ,the invest in the
ontity w1 nOHTEEE SOt SERES RPN done ek sk hnaS HRratE o
(which is sep@eaiskinéss @MdriaQeri fiveSems prebirnabls peoides € bbbskd ovdall he ri sk
that the reI evant "market" &Pﬁ%@rﬂ e wll |nc¢ ase 8*[‘ ijecr ase |n val ue;
the speci flioc peeied BB Whilg, eRESPe Rt wlug 18 %8s ¥ Yyﬁaﬁ'g" degr ees,
with "the mariglhortfoX6lenfRE tARrshb¥ R8mOdask h&lds chBykhtidfed. | DIk ditlide risk is the
risk that the 30 investnent can be paid or |iquidated on short noti ce.
There are manittespHept eredreld8 tahsinto ageppntthercapesnt olwasks 2pd raflsftakieng about
these risks. Wlkendfif BHGSRIE corMROOAhichs AT hidROOKOOKEZnt fyROL | o

di scusses theSe three types of risk Is not [imted in application to

t hese t hree tippexpastedretyias, 2)flitsls‘eftE’s"*’%’l‘ggested as short terminvestnents
G Al LY AL, | b Fearl & Y & BBl RA SRAEL W65 oF chithercrt IR
investnment will be safe as to principa nount e.g., the investnent has
| ow credit ritykgs. ofSeskorQne typeeofi mekestmce«m asnfifm sfecifict riskit (evhidhtis kadative tat aI I
relative to the. et or t r.est t her en ra
variables (e. 8" tvhélalr cnomenst]ﬁewtqm 2 ClI0 e?ﬁﬁdo{ f?r sﬁred P dCf?'ﬁte"Sr hvest ment
will be avai I’@tb;lquhelty mﬂdegj theze aleotht risit thareif(egquitly pr ﬁdflﬁ uhavme prat has | ow

| di t hort - t ts. ab; :
tradi ¢ onal | OUCUERENG "GRH et ghin BT RaE P kg0 ol o O

i nterest - pgar g¢ng B eRKIn0GrAGRE O tHeSenB 0wt e k&Jal. CARASthér 9 65rikf deposit,
to short-term governnent bonds, to shortterm hli?jrﬁl\gfy rat ed corporate not es,
to open-end n¥AAMA ATk riskWhich d separaisdrom et A fre gpecifio pgndy mar ket

mut ual  funds” fne 3faf tfatl il Srelt e SEnbiEr 1 8 aw?en@wtreﬁﬁréagmscjc\ereta& ANAfE;

durations, etc. In this range of investnents, rates of 15 return are
traditional | ythhéwclﬁm@@er@fahectqsmnt ey Ibewoelated| tb vaiyite dfgreehewitinvest ment s.
Medi um and | og » QYEes n I i.tional r ecific,
mar ket or Irqﬂgdn§§£rlg'th@§ﬁhﬁ %ﬁgshﬁ%b Qngu%ﬂg wkipimrﬁkygé ors denand
hi gher r et30r nivestoadiit ehn bapdigas esuxtizhed cosliorofoteapiThale. arCaage gtheniiskg, ever
since investnents, were, created orts have been t o, reduce these and
other risks 2% ‘P’élr’ al‘ig@gﬁfe& ?ay%‘(’}f'}t n&}@@bpgah%sglrghs Wgﬁt il WOPEP al Iy attract
a greater supply of capital to these investnents, thereby |owering the
returns demanded by investors and potentially | owering the cost of capital.
Firnms can reduce liquidity risk by fostering a ready market for their
securities. The advent of the traditional secondary trading narkets has 25
significantly reduced liquidity risk for publicly traded securities, which
is part of the attraction of the public markets. Liquid secondary markets
al so reduce liquidity risk for various non-publicly-traded securities, such
as open-end nutual fund shares. Specifically, liquid secondary markets
enabl e open-end nutual funds - whose shares do not trade publicly - to
provrde Irqurdrty to therr shareholders 30 (the |nd|vrduals and
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5 Efforts at reducing credit risk are extrenely varied. Credit risk has
been reduced by various types of credit enhancenents, ranging from

establ i Shi@%o%éﬁfs with collateral) to having larger institutions or nore
financial |y sound institutions guaranteeing the obligati 8hEUS¢"%Y%ore risky
issuing entity, to limting investnents to those investigated and rated

hi ghly by others (such as S&P i nvestnens -grade 10 ratings), to inposing

| egal covenants and restrictions on the issuer designed to naintain

credi t - wor t hinvestionadiskussE ticoeltiges, typdseofbyes} it ¢y edilimiedhamp@icavén ®l |, a di rect
or indi recth‘L_g.t S. fgovern t,guarantee (such as the governnment guarantee in
connecti on whsH FETVRY rT!§:7{1rils’n3ured banks and savings institution deposits).
These neasures, tasiehesugyésasdtasch@tickmrihsdstmedtspneally e@ low rikfagnPl | sSsue,
are reasonably 15 successful, .even if, at tipes, they are not well priced.
Of course, cV&RtY of PERPIEVE TArsh dbfCUTE SBly 2t Bringipal 2mopgfer  and
nore profidabl g meflihidim@® ey BW FediBsk) € SecdnldSt inkBchecRyY wiihBudthdtét s own mi x
of businesses So that it may be | ess suscepti ble to a downturn in any one
busi ness ar edittlgnifl at Héranivere theamarket kg intpyast rRiEs pt oligrsgenenat espnemiced and
focussed in | bysd i , Tk jety of
firmspecifi jg%?%béﬁ%ggglgﬁgg& st'%?“i:)n?[nq)‘ta éﬁ‘ﬁn&@é@(‘éﬁégﬂarﬁh&r%ﬁ? g‘ﬁm?e ﬂ@?"ﬁggét he

credi t | def aubtailablpeyheni ngadedi anyshani cotteh@rg. rths knvagmenti kas dav Witidita risigeci fi ¢
firm it has been_general L1 kno nd accepted that an.investor can
reduce firm speciF %mISFssﬂrl %oﬁﬁ TThoY es\{\n@?'ﬁsegb orulné’krg’-’gl{/’\% %rﬁmrté%gtl’od’ %o securities
by creating danjking Vedlidles, sivktasipasstookesasings el inRoesMbéaniap cheokily deasiats

i ncreasingly been the vehicle of,chaoice .t hrough which snaller .investors'
have divers: FRORRTHERP P TELEH B B0 it Aerfe Anerhen PoRsn P o
significant eirsadyantr&gesomoraaiths] @bpeh-ead gutual Aghdslidveatd avwaershi p of the
securities thenmselves. (l.S. Patent Apiﬁl jcatl 0'213 %{S 09/ 038, 158 and

091 139, 020 f iNSHHMERLS (h&- SHAREY; RYEH B fundiskand fupdsy IAV§SURRA (i sadvant ages
of 30 nutual gfiRglsed ¥AHdS BvidRRbH GataliORS el 8n RAS BYe bPEREARERL adiebYs I ef erence
intheir entirety, including the dramngs, as if repeated herein.)

Never t hel E5s retwmrace traditienallyrjow, thuy reflesting the lovgayaralbask efgihe dnssipieats. i s not
eli m nated, even Yigim o¥OAOIAR I chmdrss REHGHSAMODERR Al 2l SkLingat | 0N,

whet her through funds or 1n a directly-owhed diversified port%%llo, reduces
or el im nat esnarket or Hpaidity risk.r Wath. highen davglsexfitshah risk, vnysstonsdetmend bighesr oduct s,
services and rétﬁr%?r-"—%‘?& #ﬂ%\égscs the cost of capital. Consequently, ever since
investments were created efforts have been made to reduce these and other risks
20 for investors. Such risk reduction would potentially attract a greater supply of
capital to these investments, thereby lowering the returns demanded by investors
and potentially lowering the cost of capital.
Firms can reduce liquidity risk by fostering a ready market for their
securities. The advent of the traditional secondary trading markets has
25 significantly reduced liquidity risk for publicly traded securities, which is part of
the attraction of the public markets. Liquid secondary markets also reduce
liquidity risk for various non-publicly-traded securities, such as open-end mutual
fund shares. Specifically, liquid secondary markets cnable open-end mutual funds
— whose shares do not trade publicly — to provide liquidity to their shareholders
30 (the individuals and institutions that invest through mutual funds). Because the
fund can liquidate quickly some of its holdings to pay shareholders who wish to

sell shares in the fund, the fund can, in essence, “make a market” in their own



been developed in attenpts to reduce (as opposed to avoid) market risk. An
5 exanpl e of such a product, service and technique is hedging - such as
buyi ng put i on an index to hedge agai nst decreases in value in a
portfolio Fﬁg%mggisonably mat ches the index (such as by J&TAGIUMIOIRAP t hat
provi des sonme protection for up to three years on various stocks or

i ndices). An exanple of a service conbi-rfled with a technique was "portfolio
10 insurance" which was a failed attenpt to reduce risk by selling futures
on a basket tshatesmed geatmce tipedipwoehshihpldefs Hytredagmiley thyir igersgs it thei es to

mt on th e i | ue of the

pl ace, in essgen a stop |] expect ed .decrea NV

portfolio. Al u“‘?ﬁ%rsc y el‘f§ﬁ| Rt EESPS IVF'GQ‘i ﬁ{/tg’f:\;‘énds‘f t{%crea-af’éﬁlﬂ?‘gcti ons, great
sophi sti cat i ofarkbi @B tie0sswn heltingsTal Wolld bt lch esoraddfianefon tenpieai | abl e as
cost-effective solutjons to decrease 15 market risk over the long-termfor
smal | er i nvesgwrateediqvidityg g vehihardhgifeSer | have been devel oped that are

useful forssmal | ergrrfpues kQliSing QredA K Gre/&lifeRidsy J2YigS C?édithﬁﬁEbE&J ated risk
over the longer term One exanple of these nechanisns includes I nstrunents

that contai n redwadibycandpuyperenitsditanbancements gangingofrom esieblisbingrtatsss or
conversi on 1 egiilbafudd, td davill ihef AL & M. FRARIAN BuPhitfiuylhen mar ket
not ner (0] guar ant ee

rates change. exanp such a nechanismis
i nvest ment comraageingsherpblagatiors of ayoerd riskyitissviegl emtitpbtb dingitingumyestiness or  at

particul ar w ndpws . ar_.so .t i as rke LsSk) .. Anot her exanple
of such a rrectﬁgﬁ?sg %g\?egtl?%{itadraélglrgr% ¢ lygbgn%fﬂgrﬁgs[% Ckll gé ?é‘g d%%fswn?ﬁr@ﬁﬂ S.
Treasury tibatrapmgy,itdémpesing lefdl abveanntadpdi siseidtiomsst dir the sakr clasipnedsono 25

credit, liquidity.or rket. risk, Still apother exanpl e of. these nechani sns
"s7a vehi cl'e TERBINEFITPOTDPRIRIG SacPRat TSk el GEEnsshebot dRFTy (M TT9)
(described nmoggndigdcOV)S. govdrambyt, guannied Bucleyaimelg@vahmthiesaraarehani sns is a
mutual fund that attenpts to cushion against narket risk by balancing its

portfolio w tiPnpesHas Witifederallyaingirerbpanks apd savingp instipgion denosie. 10k mar ket

risk. Still 3QeR(eS N6thesadmRlcRditirSk & pRrQiVearns afhgs sty arbrtideiibiya!
| nsurance and Prudential Securities where an investor purchases one of
various sdpeciueessiuly genif.at tmghdbedarrneudrl! puekds @hepurssesreditirishisses |ife

i nsur ance. i i.£s, [ 4 -
PCT/ US00/ O 0\7/\2%% leliSeel RYRSNRE bYisBS; tht MRedriah® mord/ OB ELY, seferally

the less risky; and by the firm’s own mix of businesses so that it may be less
susceptible to a downturn in any one business area and thereby be less risky than
if it was concentrated and focussed in just one business.

20 As discussed, firms embody a variety of firm specific risks. In addition to
these mechanisms for reducing the credit/default type, liquidity and other risk
associated with a specific firm, it has been generally well known and accepted
that an investor can reduce firm specific risk — but not market risk — with
regard to securities by creating a portfolio that is diversified.

25 Mutual funds have increasingly been the vehicle of choice through which
smaller investors’ have diversified their investments, but such funds have a
number of significant disadvantages as compared to acquiring direct ownership of
the securities themselves. (U.S. Patent Applications Nos. 09/038,158 and
09/139,020 filed by the same inventor discuss in detail the disadvantages of

30 mutual funds, which applications are hereby incorporated by reference in their
entirety, including the drawings, as if repeated herein.) Nevertheless, market risk

in a portfolio of equities, for example, is not eliminated, even when



i nsurance nmakes up any reduction in value in the selected nutual fund
investnent. This programis sinilar to prograns where an investor or an
insured o i ift insurance to pay a nortgage anount or other anount.
Al'l of thgéﬁo&%vL%tnent vehicles or.-systens are specif BCHUBWORAR ve
investnents for investors or have S certain limtations (such as the

i nvestor must die), not products, systefrs or nethods for a small investor
to decrease the risk of an investor-selected or already owned portfolio.
The M TTS-t ydoesifieioynhether tiroughiufeddshy imrp dietty-gWynedubiveraSedpdtfoker age | i ke
Merrill Lynch or a bank or an jnsurance conpany, and works as follows: 10
The securiter$Wﬁsq&flﬁggﬁgdﬁPb¥m§%§5ggified price - such as $10 per share.
The security is tQensequentlgnd esdntrabgpay peodutts) swtiaes pat tedchequgsrbace, usual |y

the initial offerin jce ($10 here) at so oint in the future, such as
five years f P& Q%‘%a%{ ® ZBtFS‘HFitﬁir?f{i‘Fg #’és‘iﬁ@?sggﬁp i“f?éf{) PRGSHK (AN s just Like
a five-yeal BoLHIWof Buchhepra®REisthvad dnBRA¥ARME istedPihl 0CIsRA] as Biyingl N addi tion

to paying the principal, and in 15 |ieu of paying interest during the term
of the note onteptiophen andndex e hedes reing Mecrpesps inavalusuip @l roséeltcathalpay nent .

That t % t f i i
2t DAYt LSnbRgkies 3 AR SNLAD 2LBRPIRALRORIA ke | norease in

a specified stoc urin e termof the
security. Compseetientdryyp tofthtehgeme onmptiqusistockagi indicesf5% of t he percent age
increase in the index", i .the maturiby of, the security if the index
20 has doubl ed (upnfﬁﬁgyepﬁgsﬁéﬁﬁéﬁnﬁ%ﬁ AW%E%%FW%ﬂﬁﬂﬁicPBE#MSf $10 plus a
suppl enental ipaypreitwitgéh $7s bGiled hGehptne sedibdaiol byl 60Mg futdred e aibagkex had
decreased or renmgj ned unchanged the hol der woul d receive the guaranteed
510, Some of MUt TBISEER 51 FYHERR TG4 OF wnfesh s aBIEs KOs TuFPrsfen poss: bi o

i ndices can BRpGiAIsEM theQkpédial deefeudel inWalie W eheepRtfolte Ailnkad to just one

ot her security. 25 Moreover, suppl enental paynents could include any

per cent age, MFEhaRAmtEcacTlY HYALE GROTHIFIE/AcHYS, BEal S9DYStiGRteh h\‘;@r‘ioélﬁs m ni mums
or maxi Mns ¢f &@ sHiERlo8 TR LR noP AVARDBle-as kbdtleiBE VR BIutibMoREMEdet Y coul d be
sold at nore than par when issued thereby resulting in potential, but
linited, 1%sgeasket gsk overiba longrigrny foremelierfenestoss- vari ety of di sadvant ages: 30
Al these instrunpifes ratanfihil hiiedves B bdeh Yeveldddd W GFe b LRV de
liquidity for the holder, they nust be standardized and |isted and traded
on various exwhidsrgeestoGongedpsenatiqus tydes jod oghket-redated disleoen thenlopgart ed nunber
of WO 00/ 48111 i . t. ecurities, and
in fact thergerrerllf e&%‘%"g%%?"/ @ﬂé%]gcrﬁlue%éenzg?ﬁgsimél%%tlg% I ﬁé%qﬁﬁe‘@g@?‘e limted to

t hose i ssued ebyhompoadjostiseb)cuati 4l resangaffieterast tas ogcbovetsianftatules texpense of
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such a mechanism is a guaranteed investment contract (similar to a bond, but

redeemable at any time or at particular windows at par so that it has no market
risk). Another example of such a mechanism is a “real rate” bond that is issued
by the U.S. Treasury that provides an inflation-adjusted return and carries no

25  credit, liquidity or market risk. Still another example of these mechanisms is a
vehicle like Merrill Lynch’s Market Index Target Term Security (MITTS®)
(described more below). Finally, another example of these mechanisms is a
mutual fund that attempts to cushion against market risk by balancing its portfolio
with bonds, cash and other assets expected to have lower market risk. Still

30 another example, is a program offered by Prudential Insurance and Prudential
Securities where an investor purchases one of various selected Prudential managed

mutual funds and then purchases life insurance. When the investor dies, the life



S cash that was uninvested or be willing to self sone other investnments to
rai se the cash to acquire these securities. These securities typically do
not provide for any fl owthrough of dividends, or voting rights. Because
they are t 2Pt hey have a current - and changing - maPRELSHEOBAI ue
during their term Al though they are guaranteed as to their m ninum payout
at the end of their term their value fbuctuates during their term As an
exanple, an instrunment that is linked to an index that is currently

materi al |y balsoinid Saksfipraapeeiukaseln (dlfe mhie sebicedenaeallfanveinvesanent100, t he
current |evel could be trade at a di scount Lbo its par val ue,

such as $8 i ANSHECHAB S‘R%é?aﬁ’f)ﬁg@msﬁgﬁ%%mf’ﬁ&” % 2P IS VRIS easonabl y
be expected tQuRA%k @Pay Fhbidae AmbENV of AP aRBEhta Hﬂ%;f%@é)bﬁednﬁééﬁswr woul d
not pay nore than $8 now for the right to receive only $10 in a few years.
Consequent | y yehigles ory@sfens auhpeis Rbgnelyedaresimens forigyestare At Aei6w wi | | | ose
$2 (20% ofs hep,Lipyies zhnmt(uch%srmé 91%s¥rr;ut}?d!epsr¥0§ PRRAltis CQYefl BP trading at a
current prem um suc or exanple he 1'n as perforned
wel | to dat me(iwé,yfoata shial) imbesioe 1a Herrease ereomsef laavelesipaseldd@@) or | n t hat

i nst ance, ne t. of the unit will be incurring sone risk of

| oss. For ex %qa&l%ﬁ ﬁ%%lh?]dex at maturity decreases bel ow the reference

| evel of 100, sheTkd MITTSegiew sedukiyy Blifkued by ad ehtdyg,ssuot a$2 braketaough her

| oss i s capp 2 anpunt because she will rece | east 25 $10.
These instruﬁgﬁ%“&gi%‘t B l&ﬂ'f‘ﬂfoé\?ﬂr“é?ﬂfa@“t %inﬁaf’%aﬁnﬁﬁ}‘ﬁr &'EJPW% earned by

i nvest or sjear eh@sgune Willl B i€4ues Forl NGREMed pHEN— fuch Re $S@ e dhhpe. iThesol d pri or
to maturity, and tax will generally be | evied on inputed incone annually,

even though 63F8IYASRhenLuaiised {p R amBRymapesiatdupicey isuedn dsqduak | y, these
instrunents 8@&{@5&?}6 héé)rm%sm%@inum M8 lt¥tufeO bucha thaveig doat deunt s, |ike
retirement accounts course, those are precisely the accounts wher e

i nvestors cafatt o€ grsigpldsguer In t}\mﬁ’(g@'ldzlﬁﬂm’s!ﬁ@l“/ UBpOYo0 PSE With teevel s of ri sk
because t hey H I Lergin et sERt t type of
security is F}Ze;cgienzsé%gigg?ty&%%lﬁcle gf“ﬁése i n(gsHts{r%u%gm?r{He ireg&gﬁﬁl Idsm
securitiel, tibx olipdyieriokeesssdurpgrtht teoinorishande begti the ends thmetatIlmgnt again,

t hese are se te ods or
tyetems that DB Fub SRR Rer Of Thic i Rb10n shdfieadiu Bl RIS O,
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reasons, tBrt“hg ‘g‘e S?cﬁg enziﬁ“’ egﬁ?)ﬁafl\?esgc ; pr%fngbgg cﬁqg? useful or
popul ar for paveﬁztgenﬁcreaae fredhe Ghdeg”, tthen 4t thiomaﬁmqeoﬁ*uhs Isecmmoﬁuniaemtiﬂ( t he

mar ket pl ace. . Th n t who .are concer.ne the stability and
vol atilit ‘f?é‘glfrg (%:ﬂ)éct 8@@“" élr%‘:&VF pt“ﬂ%’?? usp‘brtfol i 0s when

t he market |§up¢rh&teadal SaynfehNEf $7. 50/ €3 0 Qinfes IR, JﬂntDN%)hGYt}ﬁhﬁ&delakinVGSt in the
market in order to obtain the returns they would like to 1 S achl eve over

the long ter AfHeyed &vEmaHe] Bacbangsddag h‘Pl@%’sW‘?‘-‘rlp [99e verdtiekaerantesth 3 ey

ot herwi se woul d, Sy sLibiRHEBEKS! fob §xa?ﬁﬁ@|o%1er‘aﬁ?erﬂft pegy‘m@malc%bat the
mar ket, and therefore their invest ments, will decrease in val ue.

i nvest ors wef# beehepesd ongaiseririns envd e‘re“tk’r‘?élr@fe@\k%luéfeonel@P@HSPPUFIFWest| ng in
t hese ri %)tv?r i,f current
i nvest rre?t(sypgﬁ? e} sh %epﬁph%%éfn%dmdﬁaggg?nr%&a%#%?haﬁﬁggr such

Ci r cumst ancesggreéntagese ex@ssiighi0%e veth vanionemsemume Opemmuwmam te their
portfolios aIIo ated, to riskjer, _asset he LS unst abl e.
Unf or t unat el S IRGIMST &} Paypsn glat rEhe”'fmrﬁ t%e%eecg'ﬂtyc ?dé ﬁﬂl% B’Hm %rbga[r ef fective
basis, to prmhen a;s\hedmetfyq*ésxanrgnial}iotqaﬁﬁlt bml limitedn l@sedy&am ¢ basis and
provi de the 25 in_}eractlwty ecessar%/ the hedge to be useful to a
smal | er invest or . A PErpEEIH Ve Gekane yh‘ét 190 Ma%EHt in a

conput er -gnd- | nt es Ngl measiRdn Syt afstifct W@ e EW &Gé}dt'dcﬁro\h!i’@t al l ows for
the creation of a hedged portfolio resulting in a smaller investor being
abl e to |ini liqeifigy ffé\ﬂﬁsﬁ rrtheymyst berstandpidized gng Ested and Bafb"ﬂ 9nvest nents. 30
The present iRYROEk@Bndes tceﬁsresﬁé?ms: Ao Brel £e LASNRLAK ST o feV_el oping a
met hod and systemfor providing a smaller investor wth a port olio of
investnments a way to nmanage the risk underlying the investor's portfolio.
wo ooias t -9 SUWARY OF THE | NVENTI ON rcTi usooi 00~32 The present invention
solves this problem by conbining a graphical or



ot her user interface accessible by the investor over the Internet or
through ah internmediary with a conputational pricing nechani smthat

exam nes an i09/¥5§1t0r' s 5 current portfolio' s expected risk rices the
expected rSRY*4NY transfers to a third party all or sonBCHUSWMHRr t hat
preci se expected portfolio risk or some other nore general or different
risk, such as overall narket risk as reftected in an index |like the S&P
500. The third party may be the system operator. The transfer is in
exchange forva&Bnsifaemats BRes Wheeicarinfen &t Here Zagrny of Hsm prepyty or
part of the J000par thyi &Y 1i6RRY «f HoSORGH By GRONBSLIR WM érgﬁgm gortfolio.
According to tf’ue present invention, a conputer-based syst for managi ng
ri sk under | yéfiigt andodieteikpenise obfegistesiagslistinglond patlingstheinrie lthedpeblia. gr aphi cal
user interface, a nepory. (W i al ture). a processor and a link
to the party incur [gﬁ%rrctg% t¥?15(§ l?ﬁttiaﬁi%nﬁh?ﬁ%}éﬁg%:g%ﬂghgi%ﬁé?vu R Fﬁgt eﬁ%ﬁﬁ ¢ mar ket s

t hrough puabl ¢azh yhat mad edinedgi srgbelbillihavio Gels senie bthasinpestiaean @atktise The
graphi cal wuser interfa(ie enabl.tes the user to enter information about the
portfolio, iR IUPIRYTS eS8 seHF 0% ssets/Iiabilities, values for each of the
assets/|iabilities Thehagesispdcy & foebfoticaBeadf fleasktohgsse as part of
the entire portfolio, apnd an i nput of what the user wi shes to have limted
for downsi dedi¥idgrds( o'éﬁ‘i"&gdé%mpr protected"). The memory with the custodi al
20 feature stores, e RENHdE Gaded, By BiNE] @lﬁ%tmencpsmgﬁg(l raasﬁétyzes the
portfolio using, anong othér known techni ques, value-at-risk an

sensi ti vilfy wdlepoduringrtheintimprdbiebeh thsy jate giazaniesil os tothdistneinimume an expect ed
| i kel i hood o Eir k@SS tHel} VAR : ' of cified

| evel s and agﬁyi@ﬁtg%;tﬂ%%ﬁs&t)%ul{i%n’be Ju?lggﬁlégg?gs Qljtnkgeﬁ%%?%fn (')I‘f‘?)grgver

speci fi ed pesdaogds, anmestementahsios dakesiub andndelghat os turodntlp enbgériaglyt he ri sk 25
t hrough the rchase. of 1nstr raded, in t ublic rkets.

Furt hernore,g#%vé Itps)rr %f(e:reeg%eofrév%r(g&g %lfeezergancgcei?\iele‘s” “of ﬂ@hg}eccélge?tgg‘fe:ﬁéoﬂger via the
gr aphi cal usks, sayt76) fadit eradoatsediemint thiils par valoe sper aso$B mrthpebdveds f or whi ch
the user seeks shielding,.frommarket risk fqr the portfolio, (Jl) a degree
of i ketr SRl ecrrohe TR BleblleBtorall ok A5 RRA 1 281,80 VB el P ng
i'ncl udi ng bya feY et agl 4 hasdable infestdOwbaldGiongay mbft third £3 nawTee of pri ci ng
mechani snms. The | i nkage Lyo the third party incurring the rjsk can be an
internal Ii nkehjdo FEcerREn S0 ¥r&EGr GRnpaqueraly; ﬁ%ﬂ?"F?‘ﬁrgwb%@“sthssk
directly, ortdlaf insdaRendentwilinbiedbp@0iyofies hvdsim@f)i nsurance WO

00/ 4S111 PCT/US00/00732 - 10 conpany, a hedge fund, or another party that
is incurring the YimdRry:ithe nsapment cAYd pasratine mh lcarenti remie, sidkesi s hedged
through pgbl ﬁﬁi Yt fof @4aghit, N8BS [HABR RisSterfofth&t wéiE fPAHL Py LP11DELAE fReNt _
invention, the portfoli'oto be shielded for the investor can be a portfolio
that is devisédensy lavesbwaedhfflt dp tsansinesy ane nevamdreBasex ef the editaritl ber ansact ed
for the user; « I r . fr anot her

br oker age, bl)élﬁ 131&’ §?’§§§r§ﬁn§%ci?)§%{y?&gé}§{n§feb§ﬂ%% %déggttr?’éﬁéﬁ}egref reeg@ﬁy the user to
t he system Kaowtiti referémme davel biet00asiperill ofeitchenlpBés et ailovsefit2,on, the

degree of marﬁﬁt ris rotectio thtfzt an investor can select would include
Pt or ot ec PoRuebhS ipR e Bl Bl BEGR s Bl oGRS e
protecti @3 ogslovari ati ons in between or any conbination thereof. Full
protection nmeans nQ decrease in value fromthe current value. Parti al

protection means ‘n hﬁi?rléStf‘}%ﬁ’?tsados?fé(?f”P?’%‘Péab&"e@ﬁé?@@}enéu@ﬁmé@ 8094 in val ue
froma currepy in‘#@sltéf@-are@&ﬁﬁx_%x? BfepdsERtbRe NBAITShE BRtrityie seRprioptd 0 val ue will
increase in value and provide at |east a specified return, which could be 1
~ either a smewrify end taxt willsagaeraliy be kexied omi imputed nnqosei asnuallys evenor t he real

inflation r i [ i t he
inflation r gihgu@{s]t hg\?gér?) l? %8&2%3%{‘1??"%%%@?4‘%@ %Jr]ﬁéﬂ%l}é@??ﬂ? %eesxvgﬁfrg%gltsng isin
effect), 30r arefusefol almgstzexsipaeely ifabthe fdotddaccomtsp ke enragmt acounts. t hat i s
specified anﬁ fi xedtatet rée gciisrga t‘hh%cc%ﬁ}i t(§I g‘ri S. ac%red. | ndexed protection
means pr ot ecPl SHG MOPR AR BF ASRUFS YO OPREIF S8 36 EF4lfed to, an

i ndex, which could be a single other security, a custom zed group of
securities or a standardized index |ike the S&P 500.




According to the present invention, the processor prices the shielding in a
variety of different manners. As described nore fully below, the variety of
pricing manners includes for a shield to be provided over a sEecifiabIe
term (i) ¥OW4EPE| ar anobunt payable at the time of obtaffi§WW8B2shi el d or
payabl e at the end of the shield period or at other tinmes in between, (ii)
a percentage (including a variable percentage) of any portfolio val ue

i ncrease (or increase relative to an index or some other value) over the
speci fi ed perie@ds 6firisk bentdeandy st uaally dongerseing imvesiments vdnerveiere ihis t he
portfolio does noé increaze in value, the user owes 30 nothing (but still
recei ves t he WBYOALSEEAY P StELEESAYs0 that if the portfolio value is not at
| east at the |evel. peeithdsethsBymehte aghiorl 4 sehrities @firolgh blak&k ded and

recei ves whatever_ anmount is necessary to bring the portfolio value back to
the shi el ded COMVRISHONSAIL 1e¥199CT/ USO0/ 00732 val ue), but if the portfolio

i ncreases isn val ue, tH 1905 R0 1HROR: SPGEAE IRGLRGHE RNEARS: ,_tm?nakmﬁqtpf the
portfolio value increasée is paid as the premumfor the shield, (iii) an
amount over omeNpdshorrsysteme thapeari e usefl o redyes| themarket ripkhin(an alteedy zont al

slice" or assign: : l-d. ot herwi se work simlarly as in (ii), or
various 5 con®bi nlggiq%)r}gothg?otf(sp%?xln I'i) and (iii). According to another aspect
of the present i nwdngtiodmhes¢ Hisadynstpdrs aed shaedrbyithe ethEmoesting madthvels of nput from

t he user regarding the .pratectian.desir d_ the paynent t hod,. and the
securities sh"@{‘&ﬁ‘ﬁ&"&’}‘%&i Hgﬁgﬁ’?gl?bcfdia °¥elﬁglg° %ﬁﬁﬁwea\?\?’{gh THE %H%f’gﬁ?% feature.
10 Accordilng ii@riativesatiaot her beas peat usedil dripeppseRe itveitord éntddatihg tieer Syst em
links with a third party willing to incur e risk of shielding the user
bort Fol |05 antPvaiea g sEesbitras e GHR b THGePHo TORTPS RS 25 1t 1<

recei ved fromgas@hé&d &ut halstabgy BIOCRKERY of BEBhANCetFle% BaRtimad sdingeit hi rd
party, or obtains information fromthe third party as to the third party's

charges for regiepogfolighpaenthepagkqidpunsiablee Qthy inkgstarmibp AoV aheyri ce t he

shields (so tHahidtiiesPhOSEsaalet ESRRENS dbad BRNEwMs thkyt PSLISYiRE RN Oper ator) .
According to yet another aspect of the present invention, the system

| i nkage i g5wi adhiegoverghelongiteren Hay pevsshelprs ipreshipgdn dsnparkehigaythey es f or
their willing . j el ink i tf,0b4 ser can
bt ai n'the baaRgE I, B e e e et

ot hers of feriang therbforecthgir ipvestagnisnwilk dasreasesintviake. dbinvestére wesetsured creat e a

anot her aspoctgp (E B EMARELAIIE RuB R st BOGRAL M Qo fifcor @' 19 1
securities i nfibdh epdierttd mlairoaiankkticasikenomveseoent ipbitodios malightvé magehed out in
20 instability. Under such circumstances, investors might even increase the
percentage of their portfolios allocated to riskier assets even when the market is
unstable.
Unfortunately however, to date, it has been impossible, on a cost-effective
basis, to price a hedge for a small portfolio on a dynamic basis and provide the
25 interactivity necessary for the hedge to be useful to a smaller investor. There has
not been the embodiment in a computer-and-Internet-based system of a whole
new product that allows for the creation of a hedged portfolio resulting in a
smaller investor being able to limit the downside risk of an existing portfolio of
investments.
30 The present invention 1s therefore directed to the problem of developing a

method and system for providing a smaller investor with a portfolio of

investments a way to manage the risk underlying the investor’s portfolio.



25 acquisitions are either payable to the user or reinvested in the
portfolio pro rata with slight pricing differences dependi ng on which
pricing a hield option the user selected. According to yet another
aspect of ngﬁ)\gg/ggr]ééent invention, if the user wishes to SEF%UQ')O@W of the
portfolio pro rata but otherw se wishes to maintain the balance 30 of the
portfolio, then depending on which payn®at nechani smthe user selected, the
user may either be refunded sone of the prem um paid, have to pay sone of
the returns SEMMAE fdlior [hebdhdPNed a dol | ar anmount as a deferred

prem um WO 00l - PC i 1oy her aspect
of the present i n\igngnljecsjerlf?%}Vfggiﬁlggggé&qﬁrs%ﬁgglc?%%ﬁ?lkggl%%thgpé%curi ties in
t he portf ol i otheangr idenfabwnceksdigéy ttheinmesworiovet the Iypemef @l thmugh A pr ocessor
either: (i) re-prices the renaini ng shield 1,(1)n.th%eneyv portfolio gnd

cal cul at es a HFPESEBLRR R comppiptionsl pUeag myghanisay tha§ Q2mings GRARYFFRLF user 5

i nterface st 0chigs pERINIDR xPhctbdSBRUpide¥ (N dxpeBDFi I an® GENNTES Yo Witkifd
sufficiently simlar portfalio characteristics, and provides a |list of such
securities, @R Py sqmas of Hikpetdhat pracishe@rdebperpolie righ onsqsetheradorsay nent
amount to t hees@ior iieferdd Gis ,:;sg?rhhé:é‘xleré{ﬁﬁ'érkkm&rJsg'gﬁcl:ctdﬁciﬁ%qhﬂ e the

present invention, a nmethod managi ng ri sk underlying 10 a portfolio of

asset s/ | i abi Ithet$&8 509.ndheithers! nay mayehesthesystem) opasatet. vihgytransfasrintt i on about
th tfoli i:ncl udi | . f t Labilifi t
e

mar ket val ues the "assets eac
asset /| i alfi | iopporfueity cost $dvarresineuredtior with pler petivlage of each i ssue as part
of the entire por}\f Oolrcili hes to have

g%,to nd an ti'n\Plﬂh of what t?)e gsert vvifs

limted for downs{*§& 7&K %’;gﬁl eI R "8P™ PeOBPSIeE CEEd SYSeB Y OSTRIRINE t he
portfolio torileusderlgingadport)licasiodsyezs/iupilities, ipcltdesal grapHicdl Rgervimbifgeeat - ri sk
and sensitivity al g?ri t hns acgg @rob?bi listic anpal %%i s to determ.ne an
expect ed | i k@HIRABY (Bih 3 custodia fFgpT: @ praesssar Ang 4Rk ta thepasiy jRCHTTiRg, of
specified | eve sskafslich cbiliehdtuddithé pilliethaReto throthCaibRely fitked haigher tfolio
over specified periods or calculatlng the cost of_ shi e(di ng the portfolio

t hrough plfol MeYises shch FsR¥Eyand £l u e ephigy! yserogpierfpergengbles thegserte choi ces to

the user Vi achieinddrARAbEHout 8 pohtitliB! REAIEQ Bebe adsetshibdiliged hMBeder i 0d or
periods for which the user seeks shielding frommarket risk for the

portfolio, aher sarh 9f de gasgisdiabiftiesrahares ownedjor grrsteentaonaf caghdsseg apri ci ng t he
request ed Shipgx]i df pQ and @H‘P&'ﬂo‘?iﬂﬂgaéﬂxipgt KW B §8r Wi ave limited
for downside risk (“shielded or protected”). The memory with the custodial
20 feature stores the portfolio to be shielded. The processor analyzes the portfolio
using, among other known techniques, value-at-risk and sensitivity algorithms and
probabilistic analysis to determine an expected likelihood of a catastrophic loss in
value at a plurality of specified levels and a likely distribution of outcomes for the
portfolio over specified periods, and can also calculate the cost of hedging the risk
25 through the purchase of instruments traded in the public markets. Furthermore,
the processor provides a series of choices to the user via the graphical user
interface to select: (i) a time period or periods for which the user seeks shielding
from market risk for the portfolio, (ii) a degree of market risk protection, said
processor pricing the requested shielding including by reviewing the cost of
30 hedging, and (iii) a menu of pricing mechanisms. The linkage to the third party
incurring the risk can be an internal linkage if the system operator will be

incurring the risk directly, or to an independent third party such as an insurance



25 BRI EF DESCRI PTI ON OF THE DRAW NGS FI G 1 depicts an exenpl ary enbodi nent

i n block diagram format of the systemof the present invention. FIG 2

depi cts an exenplary enbodi nent of a graphical user interface used 30 in

t he systemY?0¥48Hipresent invention. FI G 3 depicts a bl odicTdisageoasn of an
exenpl ary nethod of the present invention. wo oo/ asrrr -13 PCT/US00100732
FI G 4 depicts an exenpl ary enbodi nent ofjpa graphical user interface for

di spl ayi ng the possible shielding for a portfolio and the cost associ ated

with it depengy gna aegégserﬁncpfa%@cﬁhefr%npmﬁrmhaam@mlr&g (lRiulihg 1R esent
I nvention. 5 DETAI SCRI PTI ON The bel ow descri bed method and systemis

a conputer-lnﬁ#@ﬁéﬁ?bﬁs§yéﬁéﬁfFH&ﬂgwé&U@ééPWﬁWb@FMFﬁ§%“P6$“%)§EEC|f|ed
portfolio, by exawuomn%tbem%pe%s&%em&& fRd p&rblic e bep!hleq:de'aQ‘oxt {(m@ expect ed

risk, and transferring the expected risk or related market risk in exchange
f or consi der ainivestor ashibelr rratfolsethatnis tdhasetitbyf e wpmputerabsised ystearandr operty, or

futur e [t g SUP In@RaRie BPRLUATRIL (9T BLLRIPHORLLONF I cRRR S of the

portfolio or 'NCT ease I'n’ va por t ?W enabl i ng
a smaller i nvﬁsﬂncalnomer bx«aelua@, bagkor inftem@liggcnt is othesritd Bansferedibgake bot h t he
advant ages of owning a dlver5|f|ed portfolio of securities (as outlined in
t he above-i nctfb 5%%@ BY-ref erence patent applications) and controlling

t he amount 15 of rA&J@rdxﬁgﬂwmt}ae} Rspefief 3] geteadinpeartiohotht degrBebemaiag to FIG
1, a user (1-1) accesses the conputer-based systen1 through a variety

of communi cat TYrRrogatethal a“s’t%ﬁ“‘é#’? Fraeqt pyfouidhiaglude lzi)mé?“oéln?a gher
comput er ngt Woblektid, eXdeds bidtebod ahdek &S profelGdh @SvaRiatisRKE herwRaMkr Sy Ot her

combination thereof. Full protection means no decrease in value from the current
value. Partial protection means no more than a specifiable decrease, such as 10%,
in value from a current value. Excess protection means that the portfolio value
will increase in value and provide at least a specified return, which could be

15 either a specified rate such as the nominal inflation rate, or the real inflation rate
on a going forward basis (in other words, whatever the inflation rate is over the
specified period for which the shielding is in effect), or reflecting a specifiable
dollar or percentage amount that is specified and fixed at the time the shield is
acquired. Indexed protection means protection limited by, relative to or otherwise

20 related to, an index, which could be a single other security, a customized group of
securities or a standardized index like the S&P 500.

According to the present invention, the processor prices the shielding in a
variety of different manners. As described more fully below, the variety of
pricing manners includes for a shield to be provided over a specifiable term: (i) a

25 dollar amount payable at the time of obtaining the shield or payable at the end of
the shield period or at other times in between, (i1) a percentage (including a
variable percentage) of any portfolio value increase (or increase relative to an
index or some other value) over the specified period (a “vertical slice” or
assignment), wherein if the portfolio does not increase in value, the user owes

30 nothing (but still receives the requested protection so that if the portfolio value is
not at least at the level specified by the shield the user is shielded and receives

whatever amount is necessary to bring the portfolio value back to the shielded



intermedi ary(1-3), or other known comuni cations devices, such as direct

di al -up 20 nodem (1-4). The exenplary enbodi nent of the system of the
present i i is associated with a custodi al operation ( 1-7 exanpl es
of which g%ﬁg'&i/ 8gnsystem operator itself if it is a bank,P%T”(“'%{m‘BW)a*(er or
sone ot her type of custodian that can hold the relevant assets/liabilities
or an entity that is linked with the sydtem operator that functions as the
custodian (1-7). The systemis also associated with 25 a processor ( 1-8)
whi ch can bevalgdabwedf #e noadoligainkreasss dloelueothe ggnged-urait spesifiad peragtags t he
custodi an, o | i h b e I parties
(1-9) such aér %ﬁé{inggﬁggn@g#@%nﬁli%&ﬂﬁ%égip%ﬁgtﬂgﬂggﬁﬁg?ﬁg%ﬁ{H)I/Jk?’hat IS
acting as t heiicauanengavtyor withiheomhspeediablorievehof retfhéa Cimrizpetabarty coul d
t hen be engaged.in_a.variet f hedging.transactions.(1-10) that it enters
on its own t ‘°Feah?:§‘% §n§6yart i(evs(’lgnia%gerg%ﬁo@ﬁ?g@?%ﬂ agt“(g\a/hro'l) 8™ it deens
appropri atse. chiginativn o€ (ipaiiy yndh@iie coul d al so be the system operator
itself, which could e&;aa e in all th(g Functi ons of CLLStOdi an, system
operat or and counf&fBdE (P arptheT BiRett ¢ the Rreggnt {YENY e e graphical usgh 0o/ 48111 -
14 PC 1' ] USORQ4QféS7eceiveoinke fidithd &6 feghrdlnglthd pRYectiBie deshed afd tHehe system
operator or by any internediary (in 1-§ t hrough t he conputer-based system

descri bed i npavmenkaethods andethe sésHBtESFhickdse aBHiER beldilp the(mpmeny witlstheeen

i ncor por at ed by, s £fehgpce) or otherwi se. Referring to FIG 2, in enploying
the invention, a user (2-1) wll select a 5 portfolio of securities to be
prot ect edl0(2-2), Acrohding todget anetbérsaspast vhthgipnggeaneatiomgbs systdnelioksr at i on f or

the protectiQk 4 3. O, . ny e r unt of
protection (%ﬁ%ztm’s%g ﬁﬁgg}%ggéfomw{%i tagr@?g{;a{sﬁ%ﬂlp %g'?é lzsl? g {aﬂ-gfo@%gangf t he
sel ect ed per kides pravives pdpirfation @ theuhidd haryeasait i e ved frem awsers smthaval ue, and

the nmethod of paynent (2-5), .such as.f.orgoing a specifie rcentage of the
upsi de 10 po{hérW%lca?fs‘.or I(;(()'?aems)sfﬁgéffn?f“(:glfllﬂg},r ?#é’ ’ Fgg%’ t "}fﬂ%aﬂlf)ﬁgwnb &r at es as
follows: 1. tHx past@raseditierthird pAror sretiargen fadbatdgestdighidkie and ugrthdtol i 0 - such
as a list _of equities, wt al l.ar a nts, shares .owned or the percentage
of each ilsssuén? alan o Brf’cettﬂ'ég@ﬂf]? (8 ‘B%;‘J?%HPF'%?SQY rergaIng, EsdER Wit HiSut er - based
systemis pr@y@ie(aegpctr&}er)lS i nput of what the user wishes to have limted for

downside risk ("shielded or protected”). a) The account to be shi el ded
coul d have been déggosdipe By yet [gpother aspect of the present invention, the system

linkage is with multiple third parties who provide competing quotes for their
willingness to shield specific user portfolios so that the user can obtain the best
20 price for the shielding and with market makers and others offering publicly traded
instruments that could be used to create a dynamic hedge for the system operator
to shield the portfolio.
According to another aspect of the present invention, the dividends paid on
the securities in the portfolio and cash on securities that are cashed out in
25 acquisitions are either payable to the user or reinvested in the portfolio pro rata
with slight pricing differences depending on which pricing and what shield option
the user selected.
According to yet another aspect of the present invention, if the user wishes
to sell a part of the portfolio pro rata but otherwise wishes to maintain the balance
30 of the portfolio, then depending on which payment mechanism the user selected,
the user may either be refunded some of the premium paid, have to pay some of

the returns to date, and/or be charged a dollar amount as a deferred premium.



conput er - based system described in the earlier nentioned patent application
(which has been incorporated by reference), could have been 20 executed and
transacted for the user as per such application even if not devised by the
system orWe8Yttlhe separately transferred to the systen $Y6iH/ANS her

br okerage, bank or internmediary or fromthe user transferrl ng the
securities to the systemor could be a Wypothetical or "virtual" portfolio
created by the user that does not represent any securities actually owned
25 by the user (orAdcsrdiyar toiyal byotlzer Rspsei ¢fehd prgbend inventiony Hl thp bser fFashed and
partially an e shi el ded
can be held tg\%ﬁﬁgelgc(?&{%%ﬁtg% l%g)ﬁ Bﬁ?% éﬁ%@%%g%?ﬁa%gé ![&Lil’ l%grét)y such as a
bank or deposidrtdslio, ore mngesmrhﬁhert fmsm&rctesustrcxdmamg sbieldcanthsinawl y be not ed

and stored as sel ecu |es ( r.dl ess of tper .t hey are owned
or not by thepou"‘g%J gé’la? f mfallre(r“ﬁg‘gﬁsef’ OBELYA § LRPiFY O g‘?sum’ ng the
user did own 1§£éﬁhcest©0rﬁlbllaéd 186 s&mhecruezlgywmeamtnérlss@rrwemu&erﬁcteaug@xmzﬁhort t he
portfolio and V1' Q 00/48111 PCTI US00/ 00732 15 have a._shield on the
short positi certfgio ¢ieecterglicsopndiREpYIgestplis R s4Y SaRUitiss tor SHD A MRSy t i es
that may be il Eﬁélato%ﬁpumntgm xtea@réaoga%@,wa%ouﬁmthe u?er vid@e g%hlfcal @ i's then
anal yzed to determne the price to charge the user (see FI'G 3). For

exanpl e, the ipsrie¢enl i 0 i s anal yzed usi ng known val ue-at-ri sk 5 and
sensitivity algori [ expect ed
| i kel i hood of a ca ﬁégg}ﬁ%’\ﬂ # P‘ggégl !r{r\{gj\i}g’ U%Q%%%g fng{n? nagE&I ev ﬁery?]gg

l i kely di $0r idpdrifolio ofasem/bahm@sj orluddsehpetepsf off a)oregmang sfemdtiord per i ods

gi ven histori aI ol a ur dj str b d.t n expected
Petarns. and riFoR 1EpaMe s Rt st Adupigh 3L OHAADIBIRUE billE MERR

cal cul ating t\hm;eeMeabl@oi‘sfhlealss&tsllhbnlmes [ambnxitoifleec}uassétllmbmgr @Lga,l shé:zley traded

i nstrunents For exa he, syst em an zes, the rtfolio.to determ ne
what | the. expecinst % ASEoNEH of HE" Ve SHE QUEFRIEABEIPbAS Ehibl: 3 /o -
anld 7 yfear F‘]) ofmﬁ% W&Isanwah@qmaad b(lilgéd fopdopadidd 0k (O‘sl'héldd)?&re”f:c ne what the
vaueoteport e W thin certaln ranges,Q

probabi | idy. B Bteﬁ?d% bc5n315%rt“gl E"s?éﬁ%gg 1o pgyghi %ﬁk’dlb&b?q 1 APed %P?“fﬁﬁ?i ons will
appear sim | afsidgOvapreli@lisk &k@%@tncw ¥@oritiink Rnd prmBaliARicALNEs eual to the
historic long-termreturns on such a portfolio and with tails in the

di stributi on deiFmietanrPisedsislibogsinl o wiestronhicelops netaliers a phrdlivifs anal ysis |
I's known and @&%ecpfevé{ésﬁooyﬁkagrasswun%épgutpamé;lmgmrz%amm qvgdern portfolio
theory 20 nodels, value-at-ris sensitivity nodel's used for val uing
portfolios of spsabiest pariods or erdqulaiagitheoepsapioshiniding therporifalivethrosgh gublicly n

addi tion, »gynap. &S.e}hiba 1d bk 26 RYD ded

[ nstrumentg are g g-grE!r’\dggmdt) gianaﬁléy A séfsét}lg’%cgpderhat o‘arrngrme%%g}c%)grty

i ncurring theusei mierfoée fogskcte fih adgyr pyat @r phrodsder wWhick ¢lieeeerskekortfolio with
the portfolio ned portfali have different
characteristi §'§°?‘I‘ }er aer%eg es}gg%rntrsﬂf QH%% ) %nd (051 dﬁ%rﬁggg?%rslﬁeﬁrglfﬁ(e portfolio),
and t hen shi eprotettive; eraihd)i pecing dretreqlested shiibidmiggnd anyvidihig sdie prigiagpso descri bed
above. 3. The co ut er-based systemthen provides a series of choices to

t he user. 30 tﬁ‘} e user selects the tinme period or periods for which he
seeks shi ekding frommarket risk for the portfolio, such as ~ years, or

3'/z and S years,
BRIEF DESCRIPTION OF THE DRAWINGS

FIG 1 depicts an exemplary embodiment in block diagram format of the

system of the present invention.
FIG 2 depicts an exemplary embodiment of a graphical user interface used
30 in the system of the present invention.
FIG 3 depicts a block diagram of an exemplary method of the present

invention.



w0 00148 11 PCT/ USO0/ 00732 -16 b) The user selects the degree of market
risk protection such as: i) Full protection (no decrease in value fromthe
current valu% ||) Partial protection (no nore than a specified decrease
in 5 val ud"? P4 the current val ue, which can be speC|f|e€CTé'i)§°P/8(F BIn terms
of dollars (e.g., if the current portfolio is worth $2a000) that it be
worth no | ess than $20 000) or a percelftage (e.g., not |ess than 80% of

t he current anount iii) Excess protection (that there be at |east sone
return 10 reflectF 4af1891§§cﬁﬂqué@PEbe prabedifRen of @ eraphicabpser dterfage €97e r eal
inflation ra It r iI-pg a
specified do}dﬁgﬂ%n tlﬁ)églr)%glme%glé&d;ﬁ%lﬁﬂb% Mfg% B?htg?g%sﬁggssgrg{eégﬂhopbe worth at
| east $30, 00@gpending roraeusse chatice fonptyOWpcaouing tohbe piesent pevendel) ; or iv)

| ndexed protection (that there be protection based on 15 the novenent of
sone index, such as the Dow Jones Industrial Average or the S&P 500, such
that if ti'ﬂare)H'ISAIaEdJeDESGRIHTﬂONhe index and a decline in the portfolio then

the portfolio is 0 e the extent ,of the decline in the index
relative to the diEiT }Jﬁ d%é ¥hed H}?F]Pp(ﬂ"géy“%’l’ N3 FOTRPFHEPERBIE of the
decline in tResdmeRX rddagesafiarkél re% P4 peciffed Porffib, BELRHiGH tike first option
(x) and the user's portfolio declined 8% when the index se%ect ed declined
4% then theengeévedmnfcamtfékppr&%tbé&xmedmkf angk trangierringcine s3REcied t he
portfolio's gk ‘dPrelétéd In'ﬂﬁccpﬁ&t &Oéxhﬂangé%r%ﬁilaé?ﬁ%no%%h?céﬁ bk hx‘?fhet he user
woul d be protected for full 4%decline in the index's value 25 (and

t her eby olft alfwns@ﬁmsbdﬁliler |pmmrty,r@tfum9 retyrhis, sheh asgwrasfigrinend|of vareahst he second
option \¥) 5389105 6 EETor il SheBfo ?J?,Eg,%%eﬁﬁ 1GRUAL of fudiot B lpofiibhe oXt ent
conput er - bas @&y swslingra $nhedler pwenestOtrh@cre egkabt edsah iixe»ienltiimgprbwdes both

the advantages of owning a diversified portfolio of securities (as outlined in the

above-incorporated-by-reference patent applications) and controlling the amount
15 of risk inherent in the selected portfolio.

Referring to FIG 1, a user (1-1) accesses the computer-based system (1-5)
through a variety of communications systems, such as the Internet (1-2) or any
other computer network, or via third parties, such as a broker, bank or other
intermediary(1-3), or other known communications devices, such as direct dial-up

20 modem (1-4). The exemplary embodiment of the system of the present invention
is associated with a custodial operation (1-7), examples of which are the system
operator itself if it is a bank, or a broker or some other type of custodian that can
hold the relevant assets/liabilities or an entity that is linked with the system
operator that functions as the custodian (1-7). The system is also associated with

25 aprocessor (1-8) which can be located at the bank, broker or other entity acting
as the custodian, or could be linked with one or more independent third parties
(1-9) such as an insurance company, hedge fund or other entity that is acting as
the counterparty to the shield contract. The counterparty could then be engaged
in a variety of hedging transactions (1-10) that it enters on its own to reduce its

30 risk and exposure to whatever level it deems appropriate. The counterparty here
could also be the system operator itself, which could engage in all the functions

of custodian, system operator and counterparty. The portfolios of the user could



30 variety of different manners, such as, for a 5 year full protection
shield on a $2a000 portfolio and refer that ampunt to the user (who could
select to proceed WO 00148111 PCT/US00/00732 - 17 with the transaction

t hrough t h®AM#Et aces described in FIG 1 ) and whi ch woliF§UBW/13&pl ayed

t hrough a graphi cal nmethod such as that depicted in FIG 4: a) A dollar
amount (i) at the commencenent of the shield (e.g., $4,000 payable at.the
time of obtaining the shield), or (ii) at the termnation of the shield 5
(e.g., $6, 000ywaBeampdifigd (F-hb ynde gfertondhessyysieny ORsFtQs| af by ey drigrmegiaryn
percent age Of([irﬂg.‘é&kl{}% .”@c&r){gg&zaebagw §sRhd @s&inédlit theOMAler WRGrSfRhevant tine

frame (e.g., ser nave to forego 25% of any increase In value of
hi s portfol i cpatdnhapnlisetionaprhieh hah deensiapomprated fpsiveferened) pretherwise.he system
oper at or onequart f. e tfaoliQ s p [ i S8 J ue, over
t he specified per ?%eé%,rmégo E’gp?’h‘élten}p?oyﬁfeﬂ%z%gﬂo a?ﬁgeregzlﬁt“f‘glsg%&ian five
years is $45, 0@ol{cacfHurile to be pease)l (2 2heutls er 4Mstudkd in eeginge $40, 000 and

the systeminsurer woul d, receiyve,K $5, 000). th oftfoli es not
i ncrease in Vpgrqgggag?sh&e 3108, [Ris 1R Bt ‘?Cg'ﬁné%é)’rsg@b‘igjs\/t}é’ 5? ﬂﬁﬁ%ov\%"é‘fsde
protection sont babudtfoftphsteddion i(£-a),isactigcicasaside tisk 8b dait bhge ws@br the ful ly
shi el ded and recei ves what ever_ anount is necessary to bring the portfolio

val ue 15 backselestedperigstie). the porialio wouidihayg ot leas pe cupentiveluginddhel  (the user

will have to for600f fdylmehn&tﬁ@%hia@ 13 BbiHE aQbedMi RO¢ehfapl bPiHepsuc eSS of
$35,000) or an anount ‘wthin'a certain |level (the user will have to forgo
all incredSe notertigll ue of his portfolio between $27,500 and $33, 000, but

recei ves the T11stydieg Bt ApR AN thyfitordthel L AMHAOOVE 933, 000) . d)

Or various conbi nation e above. The abi'lity to price the shield
utilizing only a "lsl Theetsenént¢rhenforpeitide apat ¢lret isal’s pemfobe —usady astaolied f r om an
exanple i) Assune..a user r i1l t re 9 he,25 upside on a
portfolio forosf{a%q‘ﬁlé'?sl’&ﬁ‘s%oc ' g"é%%’/é%??, %Q&S%aéegge@agé Ogc%cll}e{?sé{%ta te that

t he portf ol i opanaiflthe breirevpodifoliat—Isealst tlescompuler-hsset tsysars id prdaided the t he

portfolio_ Ls .a reasqnaply diversified.one consisting.of . publicly traded
securiti e§§ t RN OF eyt ﬁ‘ﬁd’&ert‘?‘fa estt%bavﬁc}f'? & ‘%Bﬁmﬁ’&nrés?( § ﬁ’éettjéegs% in val ue
over five yeagrstee¥d’sts, but it is 30 small. But the value of all the
appreciation in such a rtfolio over. s a riod is, hjgh, Looking at it
differently, this tranégglilﬁe(?ﬁc%moobelf@‘#%g C8H‘5ﬁ\?¥? g?f’t“,d"‘f”égd PhEeuser, of the
insurer selling tRemputWOLL §8&kldescrifdd RETH S0 QhkABnadSRikens portfolio for
cash at the tine of praqviding the insurance and investi(g\gdthe proceeds in a

five-year Treasur #PRHEHOD Gyngly hasdepminceorsted Y eedctlo cilld haYshean but t he

interest b all reka&uRAthnl¥rahfdbted ASURS Liser G B dukh _a;gphic&idnseven Gegdy that is
beneficial for the insurer) but 5 not the user. ii) By contrast, if the

user wished to naidaisgdnby GO FyIm.tticougdicceparptely tranefemethis e systam i on, the
witer of the i ns‘flro?tpgrﬁ)t%?lﬂl'&erage, bank or intermediary or from the user transferring

the securities to the system or could be a hypothetical or “virtual” portfolio
created by the user that does not represent any securities actually owned

25 by the user (or is partially a hypothetical or virtual portfolio and partially
an owned portfolio).

b) The portfolio securities to be shielded can be held by the
system, or can be held by another third party such as a bank or depositary
or any other trusted custodian, or can simply be noted and stored as

30 selected securities (regardless of whether they are owned or not by the
user) so as to allow the user to obtain a shield assuming the user did own

such securities (thereby permitting the user to go “short” the portfolio and



need to be paid sonething for providing it - otherwise the insurer is
provi di ng sonething for nothing. 10 iii) Cbviously, there is sone point
bet ween retai ning none of the upside and 100% of the upside where the

i nsurer aN® °%f&Miser become relatively indifferent regarfr@HF¥H&2cost of
the insurance. Pricing near but below that point provides a service to
users and a return for the insurer. 15!5: The user woul d then select the
speci fic anount of prohection desired which could be sel ected .through
clicking on a poihve g4higld op the shart gesitione Apse thepestigho ondigitgsainsii | abl e

options (4-2) aftffers0liAatd BG hilebdeNRIAd WK aFBJREif sgh as a shield for
five years as opposed to a shield for seven years) and the paynent nethod

(2-5), and the séeuFhe petfoknisdheretnalsed b duteriatiedhe prieenie ohgegedha Berthe third
20 party Cus(ts&df' 3RS F&n&%ﬁf}[ thegagy;tfo?i)éq r}aa?)ézeglugnd'k AANSahdig-ggst and

shi el ding available at five year romt urren ate on a selected
portfoliod vdntllsedsitivifyadlgahibms agl prababilistic ahaly s @rdetegmiriel the expetted f or go 17. 5%

of the potent,i psi de the user will be assured that, th ortfolio wll be
vor that 1 eatieles < Pk et B Mgl RESGER ROl BERRVL V) | o et
(b), the usefistitbutloth EqRion2BE® thOpdrefsBo bver\sptdifed ferid@dgiRbn Bistokibsl upsi de
were forgone, and the usgémgoul d recei]ve a guarantee that the portfolio

woul d be worYHRtHE, IEYns; B neAspundAne Brean exnseted pAUigs 2pqd gk PXelFs if the

user were Wi dnligiier tfetdre) £aft @¥apdlyleB®yRarchiafhd heToRQb SRkidAhe i NCr ease in
val ue over that period (which, of course, will reduce sonewhat the

real i zabll® qrertialia ¢iligng prbbiely traded BptrEnetdends paid on the securities in

the portfolio (and cagh B RERME, the Stdl MalBEEHE FRRRMIQY lelefmAEqUI Si Li ONS)
woul d either be payable to 0014811 | PCT/USO0/ 00732 - 19 the user or

rei nvested in thevigdihef epededoyabuer wewd baover the prenifiep Pededsgheref 3'6r Bnces
dependi ng on ~i ~hj hO ). . he user
wi shes to sell a%gpt%g#sb't Egé %}eﬁgﬁ 0 lg;razgg ﬁmgtpgﬁ?ﬁlgdgﬁgggnﬁ%%ﬁ%% {hf:he
portfolio - but owherofitsepuifsiies likelynmibatveihin &rtaireradngdsarfpeotabilithe

portfoli t hen dependli on . whjch paynent. .nechanismthe user selected, the
user mangither be re?’h%e’ﬁosémén%efs’ @%é"%ﬁ%‘ﬁ?yu‘i\\g‘b%}“&’“éﬂ““&&?fiaj above was
sel ected), have tsonibd\to achet-shdped Rerve edidh Asnddandaie dqudl t4 Ghansistofie! ect ed) or
be charged a dollar ampount as a defer rfeﬂ? g‘;fgmbjm’g'f }ffa%i i) or 4c were

sel ected). 10 c) P9 EHB TEVEACTSHE 1BYFHO Yith QRIgdP PeHPERY securi ti es
in the portfolio,reffdtng Bed’sﬂ)lllﬁ/btﬁh@@gﬁelzhaumsx AlNtbidhaBeistid Rhdvh addhe system
can reprice the remai ning shield on the new portfolio and charge a

differential, thdULEVapE PR 335t PP BRtels dertert porfpinthept her security

with sufhppci ent | yy&deld bale-ROfidkf Ak isehsk Ay el RIS 8td fo's,vamng%ﬁf&msedfd can be
termnated 15 wth paynents based on b) above. Val ue- At sk and

Sensi tivity Anal ysusitias,diegraiiyes s Ghervasiyaents, ¢tf.dh adpioBehi®rmiovi ty anal ysi s
can be found at : é%\%y GhB QY & INCKERTE lsgh di scusses
the Security andmfeaggélltzxc gﬁegeh%o%r{mhgkszﬁ%ﬁg%%gé%ﬂ %g‘ﬁud‘f‘%‘téﬁi Egé\,g&sg pol i ci es.
The paper is entiknbed. 'Thadigl osea aferatercouhird pytyPoiciming she nsk pssvat i ve

Al Lot VISR, RIS PRI Ll B HIRL By B D oo Losu
Derivati 28 Fi nandqwaichlcosibingdpott]io Gidyaravédiffenek aharhaneaisticoaalt s, legnd
Derivative Comm%x})gnsivgstg gkﬂgﬁ Q}tmsn' z;'nyss?ncglljer égrlfgl?o), and then shield the
combined portfolio, through any of the means described above.
3. The computer-based system then provides a series of choices to the
user.
"~ 30 a) The user selects the time period or periods for which he seeks

shielding from market risk for the portfolio, such as 5 years, or 3% and 5

years.



25 and Exchange Conm ssion, 17 C.F.R Parts 210, 228, 229, 239, 240, and
249 [Rel ease Nos. 33-7386; 34-38223; |G 22487; FR-48; International Series
No. 1047; File No. S7-35-95] (January 31, 1997). The term"sensitivity
anal ysi s" A0 WLEHlherei n descri bes a general class of nodETgsSPHUI32assesses
the risk of loss in market risk sensitive instruments based on 30

hypot heti cal changes in narket rates or Iprices. The termsensitivity
analysis is not neant to refer to any one nodel for quantifying market

ri sk. Sensitivity anal y8i $herogebkdedinie dderee ﬁbmaé@%aﬁﬁq erotedigraguclops:anal ysi s
or other "sensitivity" neas 0Q7 al ready
required to be calculated f reFr%tlal u%%)‘ftg)g %é%%%agég“? ﬁg% gllr%é |tut| ons
(see O fice of Thrift Suapeyvision, Regul atory Capital: Interest Rate Ri sk

Component, 12 C F. R 567.5(¢)(4) 1993)). The-term "val ue at risk”
as used herein describes a é‘g éﬁ’z&’l‘l pé?tg‘gg’"c‘fm Hﬁ%geihg SP‘T’?étﬁedpquV?ﬁe‘E a
probabi I i sti ¢ assessTTEruah@ffrdnhﬂ)erduﬁlémosfaldeoﬁlﬁxchQ:axﬁ'fBé K@cnﬂeﬂ%'ﬁh&qfﬁérhisVe
instrunments. The termvalue at risk is not nmeant to refer to any one nodel

for quantifying market 9fidgRars{mguif the cyrreak Pobighe & waith B25.840aphabl beo

non-trading activities asmWel JesBfat mﬂoom? St petdehiags (@@dnétcha%nf' nanci al
institutions as well as financial nstitut~ons, depending on the nodel and

assunptions of the user80%10f tiagumerit waoyntyi fferences between the val ue at
risk and sensitivity anal ysgﬁ aliel Pfaottécygé(tﬁ‘{tethér Fjeg§ g.{g cLdisk anal ysis

reports the potential loss arising rrome et novenents
across i ngtrunents, erbtkcsmgw|spec1ﬂetdynﬁmmhysuesorrleﬂm1mg th:ehealpmﬂamm al | oss

arising from hypothetlc r ri.ng |ikel.i hoods of
oCCurrence across i nst rr am ’§h perder‘l sf?%f%t x‘b’fpe%h%]y adj ust s
the potential loss to rdeflirecﬁtpemamngd aﬁmmn:se @ettweela poafdidtbenmarn@nt s, whil e

sensitivity analysis i§ no i gned explicit ke such, adj ust nents.
Al ternative Enbodi nent i%ﬁtoiwg@%a%p‘lnﬂ?éiﬂl% oJrOx/f ¥ §§‘€fﬁp°1”ﬁ&eﬁfi onis
using a representative 20 pont frakkdd @bteG@MmUKat itREe @esprsteemg@ds@ &©r anot her

i nvest nent. for which the user desires to i nsuyre L § aJ I n certaln
situationdSthere my bds/BoYgmentAt SAREIndes srdvasdhe Dot lopsclafisg@ly t he val ue |

of an investnent, such Agrdkeal R 800,3ubl ihvekfhete ] BechiRIMARY indek C-
Neverthel ess, an investor may wish to find sone way to hedge his or her

i nvestnent in these pr@péptdedie ”FéhedEPTg@h%@F%@“tﬂ?étfﬁroe§é’ﬁ?‘e°2@ (xh¥ention, an
i nvestor nust i dent 1y (SO0 OF 1l AL Gk 1AEL Fofvt 38 indicbes gnt o

publicly traded securities. Onc hese are i1dentif he 1 nvestor then
purchases a shi el d agaipagfolipher (dB Upthﬁrﬁ:maﬂ Qfeth@ﬂeqlmesletf@ec@nxl (e$ 5. Thus, as

the propergy declines iopyalup. 38 £A0vs SADRLILINN i blg flgdent 1 ed

securities. In this case y purc aS| ng om the system of the
present invention, thep8@folinvdedined 804 Ivhert thenndm salstted declimedk %y fheat | east
some of the decline inyyal e, oIS ALRPH haft U ! bRtk the | dentified

portfolio’s value; if the portfolio had declined only 2%, then the

user would be protected for the full 4% decline in the index’s value

25 (and thereby obtain some additional return), if the user had selected
the second option (y) then the user would be protected dollar for
dollar to the extent of a 4% decline, but no more); or
(v) a combination of the above.
4. The computer-based system then prices the requested shielding in a

30 variety of different manners, such as, for a 5 year full protection shield on a

$25,000 portfolio and refer that amount to the user (who could select to proceed



WO 00/48111 -21 PCT/t1S00100732 For exanple, assune there is sone

correl ati'on between val ues of stocks of conpanies in a particular
geographic Location and the real estate mar ket in that region. As the
fortunes ofCH&'tonpany inprove) the nunber of enpl oyeesPENHPYPEHE2 by t hese
conpani es i ncreases causing an increase in the price of real 5 estate. Mire
inmportantly, as the fortunes of these -cnpani es decline, enployees are

either not hired, causing a stagnation in real estate, or enployees are |et
go, causi ng avitiabe¢ iraesaptipnt theougly theelnisffages glescaibedhingt IGTheangrelyewolldvent i on

enabl es a USGE diBl ety @g@%@mﬂﬁ SO BRdASiA iRifgleal estate

i nvestnents in a grven y Creating a tua portfolio of
securities in seveya dolgrement @t atvke dnmonpamited tiandidd gt £4,0¢0 t he
portfolio to th resent invention, for. insurance agai nst a decr ein

Dol e At ool e Uins b Pt s sl R Snd MR lalof e 1H8R°, e
present i nvené.ponssbd phyabRtadtiesend ofahdIe yb&r sitkipddddf.or the |l oss in the

val ue of the securjtjies based on a prior \éal ue_of those securities. A nore
concrete exanpl e B ghPeisentage of@ny Whaeasas e @artiogg sailueiqyesstheirelgyany 5 val | ey,

By creating @nRokihold @, AE usSGUllithiER PRBALAPDRY iRQERAM 9sludbBPhiBave | arge
nunbers of enpl f%iiee.s in Silicon Valley, the investor can purchase insurance
agai nst the pefpfodiaet @herveordoihe s willdipae asianpd te tha sYSien operalgn PRy t hese
securities. i ' [T ; Q%P ai nst

t hese securi ;Epgrée?%\?\/}\}?egﬁ&élfgnh({ i?ﬁgﬁ%\lﬁeﬁgeg%gmre‘éﬁlgt ?\\’/g\l%eh ?aﬁeéggr re ’gstgi on to

t he val uel®f that & the yelae of the Bitfdlioan B@ yarslie§45, Ny 3301060 irmpabd)cthti ons are

possi ble) and are Limi. i i i Qf .th 5“@% S or
exanple, a usey W u(l)(i 5%%‘2%%@1% %&h?gyssltt%?%s?% 2{8@9 i'Va V§F$y’ e?'dlfctgerrpany
whose fort unesrifsiie dobetbttincrédae impydles tief uset bwesnmyhibe ambteeeives thedge hi s

hol di ngs in the i vatel.y hel d .canpany. b ur chasi hedge ainst a 25
bort ol o of SBVPReaRoisEldh B et TEoRpR L et 1 e el SR AR | 0 of
0i | - based puBhickdby ahd AdeidesowlmBVel ket isTh&egearyas aking ancepifolicvdiitat t he user

woul d create_a ortfoloi o of securities, but not actualiy purchase them
whi ch havl s&A& A%t on to the actual investment the investor wi shes to

protect. Then, thg) iAW&aRERE oSd#aBInt SpddifeedIeve! POE LiE@ Wi hat®td foeegahilie! di ng
program of t ?r?crgarsee isne\?atlue:I g]fvheisn é(l)r?fcr)llié ?n cg,)xbctesasI or% $t3r51,%0(§i)eosrlarneacrinount within a
certain level (the user will have to forgo all increase in value of his portfolio
between $27,500 and $33,000, but receives the first $2,500 increase and any
20 increase above $33,000).
d) Or various combinations of the above.
The ability to price the shield utilizing only a “slice” of the upside
potential can be understood from an example
i) Assume a user were willing to forego 100% of the
25 upside on a portfolio for a period such as 5 years, in exchange for
a guarantee that the portfolio would be worth at least as much as it
was today. If the portfolio is a reasonably diversified one
consisting of publicly traded securities, the likelihood that the
portfolio will not increase in value over five years exists, but it is
30 small. But the value of all the appreciation in such a portfolio over
such a period is high. Looking at it differently, this transaction

would be the equivalent, for the user, of the insurer selling the



shield. The insurer does not care whether the user actually owns the
securities, but merely requires payment for the shield. This technique is
significantly | ess costly WO 00/ 48111 PCT/ US00/ 00732 _ 77 t han

pur chasi ng"ﬁi?%‘sb‘r‘ shorts on nultiple securities MreoverCT{RPEINRchni que
permts shields to be purchased for tine periods that are not necessarily
available in puts or shorts. Summary Thé8conputer-inpl enented i nvention has
numer ous advantages over the existing products: It allows a user to
specify the portfolio técbeppiighedreash atdhgtimg opproyidnpihgtiewianghatdor an
existing portfolio - wihbahy BERVBGedndt ARIRA: TRabkNfo@kdl kiHIENt OF
conbi nation of instrunents, or mutual funds,” that w1l natch, & attenpt to
mat ch the characteri st i grraofeed iebprepeifiobutdhe inferespisoall rgaened ibyehd or t ax

treatment, wth the treg rDtClgﬁbn%imrqedelai 8 ﬁgag}ﬂéf{cﬁaﬁ‘%ri tﬂé&‘&s&k@?%ﬁ or
perhaps a put, as oppose 0 an original 1ssue di'scount security i ke a
MTTS). Its allows for idieheusser. to sel ect different paynent nechanisns for
the insurance, including those_that require no.cash outlay. It _does not
require the user to die to dgt g?ﬁo?t%t'%lejthgf’f’?,wéﬁg K H’@“ﬁ@érm%ér?fgﬁt ain the
benefits of the shield hyiderngiht the saseprotectiod, efiel Witef 6f the\iRskraaveivoddshor t

time period). It allows snma]ler users tg obtain the protection with an
easy to use interface. Deff tuPg BAid somehiag forprepdiag it — Ahepscie BsHey el  of
downsi de protection thegyaRidiNg §¥@Shind frIndei the duration of the
protection. It allows the user to retain and exercise voting rights, and
to have thd benefit of divi dénd@pvinyelyothbéris seree pPoipURGEeRs Telainangcnane ent

basi 5. The user caa mfifyulids A DOA! drtndhplelhner2likhuah i@l my be a
requi renent that the user conpensate for anypterm of 1 nsurance al ready
passed. Similar to tecinsikpgese réaivelyeiqdifferenaregandisigabe cest ofithear ti cul ar
security, such as an optjon,..tg.c i fi url in a.portfolio or
an entire portfolio, tﬁégug%gar ?f‘?x‘%?‘%i"r“f?@?‘?’éi’%é’ﬁhgp{)"rvsa %&sgﬁlcggoes change
i n val ue. Consequent| y,usefs ahhe retomt fooklieongesr eases in val ue during the term

for which otection.is sough t he user nust maintain his. rtfolio and

t he i nsurance w@o&)’iﬁ%i’%@r‘)‘%ﬁiﬁﬁ%g‘?ﬁeﬁ‘ cﬁrgowt%&ot?cﬁxoggc%ﬁ&e t hat at
t he speci fi edwhichRotidebepeletitd tiroughatickingax @ dohe (¥-a(d)€c)s ontar chaitt €T or .
However, unlike the MTIS, or.insurance tied to a death benefjt, a user
coul d acqui re4bs@@?'fge%"ag?%’1%| ziézb?%‘t’éﬁlf?tﬁ‘ﬁslhf( §ﬂ‘(‘?ﬁ‘?£§’aﬁ’Fte§ dﬁ‘f,haé and 7
years) for a gishieR BPfivd GbdrPas dppeecdy a@RRWY fon gevieh Fbarb)@idnRBE Fm{ejno woul d
have specified value during various maturity w ndows. Finally, although the

description offetRe (ZpIFg ks BRuBes shieldehyent Brickbigae ststa _2%’%‘_3 dieliriti es,
the inventjonpgaubidiodfl aRRlgEReht FoRRYanSfE, RS PihodsRd SosPhnd ddMihé ti es that
have vol atile returns and market or other risks that can be priced. As used
herei n, risksavaildbleat fivhyearefrem thocustsabiiaie en pegletted pertioligkwith frd (@i sk chat
an asset woul j - Qr ' : 18yl real or
nom nal infl a%%ﬁ?, &?iﬁé%ﬁsgﬁlrsﬁglgm?ttﬁg&% 22%? %gftqthgﬁlotaégggelﬁj p\?\%iﬁ '%grcr ease in
val ue rel ati vavill be assutied dle therpartfieliomaiklest worth stolaest 86 Yeaf iisriependbietinvar i abl e
t hat fluctuat i | f1. i t,. e S latihi i MRlYe, the risk
that i hough [0 SPS teahy R BEARERIRARSERLAhE It MR b

short - t er 5 esfithe uipside wer forgohe )and dlte wkhenuld ygoeise afguarastee thAsthdsed her ei n,

assets/liabiliti i ncl.ude a f, 1 foll owing: foreij or donestic
securities, eaﬁ'i“t%ﬁ‘é?',ou giei ﬂﬂ%%ﬁ{? PgﬁT 5‘3”%??13?%%?\8“@8&?&%?’“&3 dities,
bonds, notes, ulrWefe willsig 6afbicge20%d sfal@bbEfoRs’'s @ben®dl thdraddt id Vdi@sorr any
conbi nati on thereof, financial assets, limted partnership interests,
private pl aceti#hperoddwhich; efscovssgy Willisdsgrspashadhe regheablecgains pthaur es, bank

| oan syndi catiugep.interests, debts, pollution rights, global warm ng rights,
cla

and i nsurance iminterests. WO 001 48111 -24
30 a) Dividends paid on the securities in the portfolio (and cash on

securities that are cashed out in acquisitions) would either be payable to



VWHAT IS CLAIMED IS: 1 234567 89 10 11 12 PCT/US00/ 00732 1. A
conput er - based system for enabling an individual investor to nmanage ri sk
underl yin folio of securities, said conputer-based system

conpri si n%ffg&‘?&;‘t'gr aphi cal user interface pronpting a us%(r'T/?"l%’P’"?"ﬁ% or mati on
regarding the portfolio, said information including a |list of
assets/liabilities in the portfolio tol!Be protected and a corresponding
anount of each of the assets/liabilities held in the portfolio; b) a nenory
storing the port fibf ueeradeinyRsted ip JrerReriilip pragale drith stig ppsigf ol i o; and c) a
processor being cg egggstdgpgrjag)gr@ppﬁiyh apchnt die wer apied! user interface and
analyzing the portfolio to determne a price to charge the user to insure
the val ue of the port fl lrothatevent phecurer wishitntedsell @vrart dtthapgtiedepwr ni ned
time. 1 2. The system r.dj iml, LAt I .m ned | evel
at'2 whi ch the varde bR e pars S P i ADEhEN GRS HELER

speci fi ablse | evel the baldnceldfahs pation,abaodabemtyng on elhihrpaimemheechamsh he
predet er m ned Ievtﬁl at 2 whi CF t he val ue q{? tged%f)rtfol 8 i s i.nsured

i ncl udes a pl ur al PE PSBrselPESSDR P MSY BRFreRpdriindd spmergfdhe PEMIND A ¢ cor di ng
to claiml, wherepdid tin@a@y 26t Quitdattd)taot tapayZsomd dffihd heurdatoudof the
portfolio is insured includes a plurality of user specifiahle 3 levels. 1
5. The system acclh# wgs ﬁ%ecéqdéioﬁg‘lf:h%ﬁélraeiiwaf RBOWI &g drdsfaricd dgerinpe 2

i ncludes a user SQF@A(Q)’ 8P4 ewlieBlectdd)6. The system according to claiml,
wherein the predetermned tinme at 2 'which the value of the portfolio is

i nsured ikcl udes a pl ualn thy ewint iecuer wishesniedeld s¢lpgiedssecurit@ydn 0Bl 481 | |

PCT/ US00/ 00732 - t j [ : rein._the
predeterm ned ti ﬁgoré?ﬂ% %?‘cea%?hcgm\%ﬁﬁée)hg% ﬂ?’ﬁ%%ﬁ‘g#"?i P ’gﬁhlk osyél%s}ﬁic%&s%r ed

i ncl udes a pl ural priog thé ranseéring paclid fondhd vevé potitiolis and cliargerndiffeyantieln accor di ng
to claiml, wherejn the predetermn 2vel...a which the value of the
portfolio is i nsutthgél‘seirnccf’:1 G 2%°e§hﬁrqe°\l/°: ecgrg%\s“élthagn(?u%href é(!flcturl\tyaTvﬁlé. 1 9. The

syst em accor di ng $ufficémiynimilarwhetfdionchhetepisted edrahersiiield chebvelerainadwhi ch t he
val ue of {;e portfolio is igsucgedbil cludes a level below a current value. 1
10. The si’st em ac¥BP APHREELPEFLPHPL 2% Fer ei n the processor cal cul ates the 2
expected value of the portfolio at the predetermned tinme and a
distribution of 3 values of the portfolio at the predetermned tinme to
determine the price to cha¥taeAtiiHik ardSensiiivity Agplxsisy st em according to

claim1l, wherein KhgscRERmEsTSAluelts @ik Yl ddsilitakalyils @RSl 4t0 det ermi ne
the price to charge the user. 1 12. The %éstem according to claim1,

wher ei n the pHBYEERGIecgewWrIles/finalal-7385 Ky Waedy discusses defecwiitfiand the price to

charge thg, U,%%han%cegénﬁmﬂaﬁnsdxguﬁmgaeigasgawgolrﬁ%scIﬁlerpafaqr WBgfRlN the

processor determ the price to charge the user using at | east one

sel ect ed fr ofiDisblesur¢ of Aefounting PelipiagdomPendvative Kinaneihlylobteumenis dndsensi tivity

Pedg: ng- 1 eeniavly SelffEp aflunp STl DR QBB ME QGyRYRRTC
syst em accor dufogndtion @bait M drketfRisk InbereotampdParsmtige Bin2nogxd dmstraimeatsi ons
e eCe B RSBl PRI SRRl SR S B o parcy
the 4 por13 olah®Ekéhahg: Shmlssien, Fr OR.R.i Bits 210, 228, 229, 239, 240, and 249

[Release Nos. 33-7386; 34-38223; 1C-22487; FR-48; International Series No.

1047, File No. S7-35-95] (January 31, 1997).

The term “sensitivity analysis” as used herein describes a general class of
models that assesses the risk of loss in market risk sensitive instruments based on
30 hypothetical changes in market rates or prices. The term sensitivity analysis is not
meant to refer to any one model for quantifying market risk. Sensitivity analysis

models include, for example, duration analysis or other “sensitivity” measures



BYO 00/ 48111 -26 PCT/US00/00732 1 15. The system according to claiml,
further conprising a conmunications 2 interface being coupled to the
processor and for coupling to a comruni cations 3 network via which the
processor MYW4EE fromthe user the portfolio to be 4 sHCEIUSBAFZom ri sk.
1 16. The system according to claim1, wherein the processor provides a 2
varyi ng degree of market risk protectior20f-or the portfolio to be shiel ded.
123456789 10 11 12 13 14 15 17. The system according to claim 16,
wher ei n t he valrsadpgeqiangd ée botalawrike forreghatpny ctuerosésdiar Ihnidl metgutiens (feeast one
selected fro e list.of- a) fulld L.on, j € folio is
pr ot ect ed anglO trﬁ@%e %fl @(Eangég%%}lls’%&v% °§épo?$§%¢%l'clﬁl}r%e§{1$ét€§ %e?g'ﬁg’&nﬁgtrt i al
protection, wWheiEF.R. §567500)h chigusi $99)ot ect ed agai nst no nore than a
specifiable decreasg in value frqoma current val.ue; c) excess profection,
wherein the portfo.r?ﬁ‘cb‘“"i“%1 oy ﬁh’i‘g‘ec?sgtséél heredp dg%ﬂgesrae%‘%‘]‘?rﬁi(?lé’?slo d?ﬁ?% a
speci fied isnf bt p@Rideah @rotdbiliekE S8&sEM o EHel 1@k, o WBB i@ nfarite EisiP edrikitiob i 0 1S
guaranteed at |east sone return reflecting a specifiable dollar or

per cent age anbuiimeny. Thedesy Vilpo piddtigRot MpdF & KiTRe 2pHPRT BPid s

guar ant eed at ., £&8}inS HiBkel BEUVALIS: BE IrldABls 3ak 8&hddPleddo RBRAAGhe i Nf1 at i on
rate predict ed or ‘observed over a specifiable future tinme period; and f)

i ndexed pr ot esativities apmet s draging agioyitigsoind do gon-ngnsiah igtituiengpgsovdkbas on
afforded is ti [ : ' tem accordi ng
toclaiml, \Mlqlg%eclga?\) "%ﬂ%ﬁggﬁgé‘g@g‘r“ Eg’k gg% @ggélgﬂgéguﬁgé&sﬁfgﬁ% ﬁéeéﬁgr aphi cal
user interflace a pThe plimary dfferepes betweérothe paiueiangsksamdededsitigtyof 3 t he

portfolio. 1 19. The system according.to claimi18 wherein the plurality of
opt i ons. 2 i et S BREORE Lt B ong B Frhcs gFOTSLR b Py

speci fyi ng a @ohl enalintikedy npaekeabloeeradntadrdsansaimeits, avliilengngitividy t er m nati ng
a shield for th redetermned. tine; .. oai asj, =27 PCT/US00/ 00732 5 (ii)
specifying a b’éﬁ%ésgsnrfﬁcﬂj?t ?P&tﬁg»“aﬁ)é%f FBT‘P%V;%\?Q&Y@W’F\‘&‘P 5?%69‘8?’6’??%5 6
pr edet er m nedwith ffdringhkefitdods ofb&ugkRtei sbros BrsPORéMOAdii) @8iGe BOfisk NCr ease
DAl R adee ind SotntaP lost o feRet Torrelutons betweeh w1 V2l ue the
user recelves
movements, while sensitivity analysis is not designed explicitly to make such
adjustments.
Alternative Embodiment
Another application for the present invention is using a representative
20 portfolio of securities as surrogate for another investment for which the user
desires to insure the value. In certain situations there may be no current way to
insure cost-effectively the value of an investment, such as real estate, a privately
held company, etc. Nevertheless, an investor may wish to find some way to
hedge his or her investment in these properties. To do so using the present
25 invention, an investor must identify some correlation of their existing investment
to publicly traded securities. Once these are identified, the investor then
purchases a shield against the drop in value of these securities. Thus, as the
property declines in value, so too, hopefully, will the identified securities. In this
case, by purchasing the shield from the system of the present invention, the
30 investor will then be able to make up at least some of the decline in value of the

property correlated with the identified securities.



8 anount necessary to increase the portfolio to a current value; and 9
(ii1) specifying an anmount over a predetermned level. 1 20. The system
according to claim1l, wherein the processor calculates a 2 refund payabl e
to the use?OP*%He user sells a part of the portfolio bePGFESHONE3R
predetermned tine. 1 21. The system according to claiml, wherein the
processor calculates a 2 fee to be pardlby the user if the user sells a
part of the portfolio. 1 22. The system according to claiml, wherein the
processor cal cul dtosgxampledgishyreg tharpos semea sorselgiondepegn yakees ofnstpdks ohe user
sells a part he.portf.ali : i . iml,
wher ei n uponcog‘{pﬁh{égﬁr??g%élg‘hlhg%ﬁoéf%gkcilg%‘a?gxrﬁ]g@ﬁ%?% %)tlgingagt{/tq?ﬁﬂé’@user, t he
processor r egpgiocesAsahe dortinas njths kbompahy3impnoveh the mouhbér efcengootetsl i 0 and
calcul ates a dilff rent ial if t‘Qe'n‘éS%e vc\:/iausslpesant.oC Q})Qi',‘;%ﬁ t he P9 tfolio. 1
24. The systERRQEIINGT PEPES ML RAAFEE Y REHF AL BRI 8T es the 2
user Vvia theesgta@phioealmpis@ntiy, at eief derendsaftieRt agBpaaies declingeatployses Wi t h

anot her 3 security w Eh ufficiently simlar portfolio characteristics, and
provides a | &R 1Pt Slieh CasHgd HPEEUPR N I8l Gl OF smpigYectREe Y 8Rem

accor di Ng t ocukiah MdbelitthBRI Vald 6 RAIOGESS OThd GEFhNAV&Rioh RRadesshi@l d
outputting a required paynent amount to the user, and deducts the required
3 paynent f rieninguie oppioyidg|fprosorte hedge inship roabgiinis inyegments ék a gbtenot her wi se
make 4 payne . 483411, 12 - J 012345
67 8 o 10 Treginy bgg're? %‘[éﬁ?)%/ %‘%?%ﬁ%é@?ﬁﬁ?&é% Efﬁngséﬁeéfédr?%rése??%é aimi,
further dénpedngianigs and submitting alte partfolinteethf peasey divegtirofeplimsdrance t he
processor and fo oupling to a Al t hi i 0 provide
conpeti ng qu%gta@s?{?g?cr‘?aﬁeef’}gva\l}\ﬁﬁ)ﬁ'l‘f’ﬁlléoﬁ{égs}h %Wgtﬁrecp%!; g%gag{u%fll)ggﬁg\é\ﬁr?e portfolios,
from whi ch asedeitiesCihn psate divehgorofilbreturbhe videsto prkecwp foorthd loss mhthel di ng.
27. A corrputer-b(gtsgd rret.[lod%a{so enabl in an. | ndi vi dual 1nvestor to manage
ri sk under | yYAY ¥nPf AFEEPHEECCEHAPIET ¥HUT R PeFSFFS a) creating a
represent at we porA fnfdré corzbetass@ipd highvibk iatuseswhdabmduguleesaatciar Sidaat i on t o
the investnent for, which the andio\t/fi dual. inve%t or desires to rrEnage risk; b)
submitting t HeleYe Y S5EHP&APORIONG A SETUGES FPrepd AGHARe CaPPAYSES: ¥R BYEr a
comuni cat i Ofgpel iudibersasT@niployRainySlicte VARy! GRIBEQ0E édnl plecHI® fnk@kdce using a
processor to determine a price to charge the user to insure the val ue of

t he representgainsyhe senresepipiiy partialigppegevidiont pragplly oyeingathess sgeaigigs er ni ned
tinme.

The end result is that the investor now has a hedge against these securities, which
in turn have some relatively high correlation to the value of real estate in Silicon
20 Valley.

Many other applications are possible, and are limited only by the
imagination of the users. For example, a user who owns significant stock in a
privately held company whose fortunes are tied to the price of oil, may be able to
hedge his holdings in the privately held company by purchasing a hedge against a

25 portfolio of oil and o1l-related companies, or against a portfolio of oil-based
publicly-traded commodities.

The general concept is that the user would create a portfolio of securities,
but not actually purchase them, which have some correlation to the actual
investment the investor wishes to protect. Then, the investor submits the

30 “portfolio” to the shielding program of the present invention to obtain the desired
shield. The insurer does not care whether the user actually owns the securities, but

merely requires payment for the shield. This technique is significantly less costly



28. The conputer-based net hod according to claim 27, further conprising the
steps of: d) pronpting the user via a graphical user interface for °

i nformati on about the representative portfolio, said information including
a list of XEW48)jabilities in the representative portfCTESeIH
protected and a correspondi ng anount of each of the assets/liabilities held
in the representative portfolio; e) staming information regarding the
representative portfolio in a conmputer accessible nenory; and f) acquiring
L he :’ep!’esen'ftlgihipﬁeﬁ}ﬁghgEﬁﬂsio@slﬁfrﬁsfﬁfﬁ&g@l;&plk!saﬂii_ﬁikiiIﬁiSreMérhthﬁﬁﬁc}ﬁﬁqTﬁ_ uter s%/s][_em
y placing orders for t assetlliabilities in the representatjve portfolio
with an el ectPFWHPSéhtetldédPﬁﬁ PUTFapssiorgne Feiiods diiharediol B%éiﬂ“ﬁ‘e"l"ﬁ%@?eaccordi ng
to claim27, ;f gk ReshRNPri sing the steps of WO 00/ 481 11 -29

PCT/ US00/ 00732 3 d) pronpting the user via a graphical user interface for

i nformation about 4 the representati Yemp@®fYfolio, said information
including a list [Liabilihi i t I i ortfolio to
be protected and Zf‘%gﬁ‘ﬁg‘}s‘%ﬁfgﬁwg&’?ﬁﬁﬁ%ﬂ‘%}% @éa@ﬁmeéo?@g&fﬁe&tggigéeé& liabilities
in the represeitng preduggortfolio; 7 e) storing information regardi ng the
representative portfaolio in a.co ter 8 cessi bl e ry.,and. 9 f)

S tting the rebridunfat ol G FEY Lo Reeded TR T e he 10
conput er system t gropstiom &s enaxshingpatfagai-nstithbitchavi@pne sedhptto iadpar t f ol i o

wi thout 11 actually owning the assets/liabijities. 1 35). A cogput er - based
met hod for enabl i Hétrﬁ'ﬂe'?tr? comBnaon; gfyeipgEnsoormpyaliads, that Withger | ying a
portfolio of assensichi &bitleinbt ®SmEOHT el hbRGetiiRs Sf BRSoafdlio3 @) pronpting a
user via a graphical user interface for informtion about the 4 portfolio,
sai d i nformation I PIRYIYE SUPeFipLiax oeatqesi vdin the Beatmentekengympigdiksor t fol i o to
be 5 protected anﬁlcqaus;@rlm%@adjrrﬁgrhalswg&t,sto@%géa BfantigimpaQles/ I i abilities
held in the 6 portfolio; 7 b) storing the portfolio and the information
regar di ng the por fis¢upbsecyrity (Bkec%)hﬁﬁgﬁ}- accessi bl e menory; and 9 c)

anal yzing the por{f@ljig, kB¢ RePlAERSS@relet &gh@rm@&gﬁis.mg kGGnd 0 charge 10
the user to insure the value of the porttolio at a predetermned |evel at a
11 predeterni ned inswence]inghdingheosethaherfiuire @orcdihneptiapy ¢l ai m 30, furt her
conprising the ste f t f i fali i d
separately froma ?thcl%lg sdg%ta'{eﬁg'.se t§£ g%pgorhilegq?rg’? {%}d&gé’g%e?@i ‘ﬁ‘g t?%h% gi%m 31,
wher ei n the thirdolpainttye bamefitgdbé she2shiphd dedrlgethe @ckrisrldatirid rgveupvenfa: a
br okerage, a banksho;“gn i':r}tocag mediary. 1 33. The nethod according to claim
30, further conpri §) ngm? RE'°s ‘ep of 2 receiving the portfolio io be shiel ded
fromthe user. « It allows smaller users to obtain the protection with an easy to use

interface.

« It allows a user to specify the precise level of downside protection the
user wishes, including the duration of the protection.

« [t allows the user to retain and exercise voting rights, and to have the
benefit of dividends and other distributions on a current basis.

« The user can modify his portfolio at will, although there may be a
requirement that the user compensate for any term of insurance already
passed.

+ Similar to techniques that require a purchase of a particular security,
such as an option, to cover a specific security in a portfolio or an entire
portfolio, the security or portfolio being protected does change in value.
Consequently, if the portfolio decreases in value during the term for which

protection is sought, the user must maintain his portfolio and the insurance



WO 00/ 4811 1 PCT/ US00/ 00732 -30 1 34. The nethod according to claim 30,
further conprising the step of 2 presenting to the user a plurality of

shi el di ng i for insuring the portfolio 3 and a cor price
for each 888%haﬂ§ﬁurallty of options. 1 35. The net hod a%gﬁggm%hﬂ?o claim
34, wherein the plurality of shielding 2 options includes one selected from
the group of: full protection, partial-$rotection, 3 excess protection or

i ndexed protection. 1 36. The nethod accordlgg to claim35, wherein ful
protection conpri He¥ wishesdp datsuisi thy ahdhecperBieseme tha partielid wewdthaee cur r ent
val ue. 1 37. The grthod ageahdi Y Hweldl MIRendWETes brladddl bd gf ection 2
conpri ses guaranteeing no nore than a predeternlned decrease in value from
a 3 current val uea deatBdendfhiea nwr howld acpuinedi sagfes of ddvaiside PBoteakions Euch excess
protection 2 conprl es, guar t eei portfolio
reflecting a 3 pr edgtt e/r2 my%e%ﬂfye%rgqgﬁg 9| hdgrﬁﬁgéfe)?lgnﬁgﬁﬁ #ﬁﬁnﬁé@ﬂk% accordi ng
to claim35, wher gomfoliod@ubthiespetfiddoniiz aeinpvases maarntiedowsy t he val ue
of the portfolio relati a.change .in v e of.a.3 determn d i ndex. |
40. The met hod ac:g ﬁ t‘?‘f"éghctlhfalra%cé*p%on gxﬂntg? applicgtion ‘g{tﬁ? éﬂ"ef‘tif’"oq‘ %%hi el ding 2
options incl ygggesGuairaes aré H¥eioh@bildbelBpRdd t6eany Qerdfes'Faksetstr! ation rate
over a 3 predeterm ned ti me period. | 41. The nethod according to claim 35,
wher ei n t he piabitities thyt bave yplabiledemens 2ng prare 1 oheT tisksshyj rar &pPBdg a

speci fiable dallad naemy ngks%deetue& i erabt_;chee?zemr 3t Rk (el rmeem&tr;ﬁnt WO
00/ 4811 | PCT/US00/ 00732 <31 I . The nethod according to claim 35,

wher ei n t he bt wpnldydeerfeasslin ehlde ncy decregseiinvslug peldtivgde replar aomimel ng a

pr edet er m ne AR t. i.0g: cl ai m 30,
further conp??fga?lég)e? ﬂ%@t ep H\@ rﬁké?%égﬁ Sletntgkl&elalg‘%freB%gsetq g% ug rﬂ%e‘}req?or t he
shield in respimks otreheamae:etr orsyoeci dthealihdepenclemh \Brialsie ahaﬂ@lubtaatcsamumt payabl e
upon obtainin hod ardin |n130 further
conpri si ng tﬁgkgqagﬁncofnpfssesr e%l%talft?;{lmg hE:cneSk'i%ﬁa(% Ltgou"g tﬁe ff'rﬂ’e shield as a
per cent age ofexpatiedpesuiti My be ma:l»\ueorastablm; seasera\tesulta amsxemalslp)e@r bihed peri od,
wherein if theeg gtfollo does not increase in 4 value, the user owes

not hi ng and iYPEER ﬂbrtfollo decreases in value the user 5 receives

what ever anmount i 3sRE&EBRG@h Yaskdds/IMbiIREs ik@udeQhY o kiicOfoUahing: a&ikn bo its 6
current value. 1 45. The nmethod according to claim 30, further conprising

the step of JOPERCSREYTHISS-LIPIiED OPHANS) Wé”%fg%rm‘ftbarl funchshargsefammeditgs, anpunt
over SONe US&ond@Pastes ibafk aert\ewés tradaBiR- asdeCorTRibNAfs 3F &8 Shrfindti@nCl ai m 30,
further conprising the steps of 2 presenting to the user the option of

rei nvesting phasecdefimaneigbassetsdintitedrnartherstap duerants, tririeateinlacementsepurities.i o and
from securi Uik Rakre &, CAMEY Mithes! DR IBM SO0 fibréhil e epresent ative

portfolio prorata or receiving the procee presenting t
pollution rights, global warming rights, and insurance claim interests.



S the user pricing differences for each option. 1 47. The nethod accordi ng
to claim30, further conprising the step of 2 refunding to the user sone of
the premumopaid if the user wishes to sell a part of 3 the portfolio pro
rata but oVRIPMEIEE wi shes to mmintain the bal ance of theP4l/BeioM0978tio. 1 48.
The met hod according to claim30, further conprising the step of 2
requiring as paynent fromthe user a potdion of the returns to date if the
user WO 0U/ 48111 -32 PCT111S00/ 00732 3 wishes to sell a part of the
portfolio prdWHATAlHOLABYMEDME se wi shes to maintain the 4 bal ance of the
portfolio. 1 49..-The nethod according to claim 30, further conprising the
step of 2 charging a dollar anobunt to the user as a deferred premumif the
user wi shes to 3 delA campatet-baséd S}herrpfwterxﬁlllih@ aprircdi\riémaairbaastom)tohervm se Wwi shes
to mai ntai? t he bal. Cdél of the ort sa“?c t t hod, according to
clai m 30, %urt#8Ec E¥niesying atFH)ét 58?‘1“ & eMRgh ?Sé?rﬁ)( Fﬁ"hg shield on
a new portjoldoglpagiggcal culating a d| fferenti aI if the 3 user wi shes to sell

sel ected securities in the portfolio, and thereby change a m x. 4 of
securities*in the abargfapmca'ouserlmsfi acerar@we%adm%{cfew&ffrﬂ@h%w@wéi% 30,

further COsmrthéb&erow%a@tlﬁﬁ%mmonanadaﬁhgbngt shAsdPRIbitied i HR pBFANpi cal user
interface to replace a traded security with 3 another security wth
sufficienttyte |mercéﬁrctﬁﬁ’o%"ﬁfao‘w@smﬁma@ﬂ@r‘iﬁs‘tflfé%*} ofathel apseisiiabilifies keldiin i st of
such securytl %e user wishes to trade selected securities in the 5
portfolio, ere y change the m x of securities in the portfolio. 1 52.
The mnet hod8 accor dbhg megncgy atorm@@ie foutfalbveandgharimfergiation tefgerdgeape of 2

term nati ﬁfshh' gldd and outputting a required paynment to the user via
the 3 grap |(P§ USef™interface if the user wishes to sell selected
securitiesdin t hec)4a pmceisoxi bamg mdleﬂheu}ehyemcbramgé thehgraphical afersecurities in
t he portfgifi Jf gggortdldn% toclaim3 further conprising
the step ntg §C5Ia§9|a y@xag é’o 21 18 HTUPRF ARV CH O HBIENTE 47T i el ds and a
cost assotl atiffiranht valde efeHe pitfdlfveat pl predetdrinined fievehited sledersthigre@itimecach

possi ble shield is depicted separately 4 on a graph in a three dinension
array, in which one axis represents a potential 5 shield, another axis
represent syt he asgodinatsgdlert @sdordihg t8laish i Shkbreid tﬁ%r@@%téﬁ:rﬁ:d@ewfeﬁ&r esents a
time horizon over which the shield will be in effect, and each poi nt 7 has
an attribut e Yushathegalie obierportfolistis paspsse 1nglader @ ussiPecipsiielstelal  cost and
time 8 horizon.

1 3. The system according to claim 1, wherein the predetermined level at
2 which the value of the portfolio is insured includes a plurality of predetermined
3 levels.

1 4. The system according to claim 1, wherein the predetermined level at

2 which the value of the portfolio is insured includes a plurality of user specifiable

3 levels,

1 5. The system according to claim 1, wherein the predetermined time

2 includes a user specifiable time.

6. The system according to claim 1, wherein the predetermined time at

N ==

which the value of the portfolio is insured includes a plurality of predetermined

times.

(53



WO 00148111 PCT/ US00/ 00732 -33 1 54. The nethod according to claim53,
further conprising the step of 2 maintaining an associ ati on of each
asset/liability to each of the points plotted in 3 the graph displayed to
the user. WO9%48the et hod according to claimb54, furthePCESAIOPBENng the
step of 2 enabling the user to select one of the points in the graph being
di spl ayed and then 3 identifying to the2iser a specific potential shield
and a specific cost conprising 4 that point, and which of the
assets/liabilitieg. ﬁﬂ&ig@&mn&hnﬂagnedhkmlawhushadéakd&eaﬁﬁﬂUmmeho obt ai n

th i fi t.ent | d dth f Th thd
acgofgsﬁb % @f eﬂpé%hmﬁﬁ'ﬁ%%yg Hﬁ%&%ﬁgbﬁégéiéﬁmgw ‘gﬁ ﬁ?%ﬁ fhg user

to indicatg ajfesi red potential shield and a desired cost by 3 selecting
one of the points in the graph, and then identifying to the user which of 4
the assets/liabilitires nmust be traded to obtain the desired shield at the
desired cogt) 5 and T}h:esyét%ﬁl&c&&ﬂﬁ Sb"cﬁhﬂ 1a04eeRSthe Efe@&bﬁmﬁg@f}gﬁ an the
underlying assets/liabilities. g he nmet hod according to clai m 30)
wherein th2 swph 8k \@h&lgfzhmg)rﬁolﬂfuﬁtlhwecbmﬁlpﬁfw%lsv&dnhow# pgrenhEalpsrt f ol i o
using value at risk analysis and 3 sensitivity analysis to determ ne the
price to charge the user based on historical 4 risk and returns for each of
t he assetsiliabil i9t iB& siystemhaecq;rdmgfto)lclabn and'heminebt gti:daema'he;htewdra& of the
portfolio es. associ at.e cted 6

Dol Uati ons? artfoht UEaa gt 1y SR aRa B ik kee B5ED SFEREMGHG e
portfolio 7 using dynanlc hedgi ng techni ques and publlcly traded or ot her
instruments. 1 58. The nethod accordi haln130 further conprising the
step of 2 Fecei vi n‘& £ 15 7Y SJETB 12605 IPg (P 8‘8"‘& Eﬂ” "5 kg %ré’c%f's‘ﬁlﬁﬁ[“alafets ot

conpeti ng QuodxBectsd vemw@f&ﬁabbrﬁma aWhk I prétgrResme@timeagh adfistib@iohyrr d parties
to shield specific user 4 portfolios) fromwhich a particular user can

sel ect to dbtvalyss chthegesfolig gt the prgdeteymingdims to Jesrmipsdpe prighiodhdighy. WO
00148111 -34 Jedses. 4 5 6 7 8 9 10 PCT/US00/ 00732 59. An apparatus for
enabling an individual investor to nmanage ri sk underlying a portfolio of
assets/liabilities conprising: a) nmeans for pronpting a user for

0f or mat1 o8, about Ner LA lLbenaiigidlobl 97 RLLAM BELUNNGSdiok: of
assetslliabilities in th e protected and a correspondi ng
amount of éacﬂnskcﬁnab'het@ésmmd ihalprlm td gwrdeghelusen t he portfolio; b) neans
for storing the portfolio and the information regarding the portfolio; and
c) neans for analyzing the portfolio to determne a price to charge the
user to ingure thd2ydaheesyatmtabargiog td olino | avhaeiprtbdpioeessomees | evel at a

predeterm Qedsensmrr\%ty analysis to determine the price to charge the user.

1 13. The system according to claim 1, wherein the processor determines
2 the price to charge the user using at least one selected from the list of: (i) value at
3 risk analysis; (ii) sensitivity analysis; and (iii) the cost of hedging the portfolio

4  using dynamic hedging techniques and publicly-traded or other instruments.

1 14. The system according to claim 1, further comprising a
communications interface being coupled to the processor and for coupling to a

communications network via which the processor receives from a third party the

L=V

portfolio to be shielded from risk.



1 60. The apparatus according to claimb59, further conprising neans for 2
receiving the portfolio to be shielded separately froma third party. 1 61
The apparatus according to claimb59, further conprising neans for 2
presenti ngMAPBE user a plurality of shielding options PET/USHENTI2NG t he
portfolio 3 and a corresponding price for each of the plurality of options.
1 62. The apparatus according to claim39; further conprising neans for 2
presenting a price to the user for the shield in response to a user

speci fiabl b term 33ashasxstsm arcoingunclayaylabirien pRIRPIEHEA PmHURipAioshi el d. 1
63. The appargllceaAss EjduBthlQ tHfe! pﬁlbc'&é?an(_f Wrtcbﬁﬁlingqgﬁrc'oﬁ‘hnﬂicgﬁ s for 2
presenting a price to the user for the shield as a percentage of any
portfolio Yalngtvak iviccwhigh gheopregessor uereives frewi the wser her pagidoliomecreei n i f t he
portfolio gdoeg. nal dpckgase in 4 value, the user owes nothing and if the
portfolio decreases 1 n value the user 5 receives whatever amount is
necessary to bring the portfolio value back to its 6 current value. 1 64.
The apparatus accqrdi to claim.b59, further, canprising neans, for 2
present i ng} to the ﬁséﬁ‘%tsﬁﬁe%ﬁf‘f% ng o Gl Lodhereg ”ﬁfrUB‘éeg% PFYidss#ed from the
3 securiti®s vafyidd@egpdy off @hrket raRPrdteidh FECHUE ipb#RFo tHBE si@Eedkashed out in
acquisitions in WO 00/ 48111 PCT/ US00/ 00732 4 the portfolio pro rata or
receiving the proceeds and neans for presenting to the 5 user pricing
differences for e3¢h 19RLIQM alcdiling rol1SinAPRANIRLHS 1RGARSMH B&rdeoc! ai m 59,
further conprising nmeans for 2 refunding to the user sone of the prem um
paid if thé usasketwjskpeeqtion deqlpdeg atlgpst opf sedectddelrgrptheflgitiof pro rata but

ot herw se yi shes [ Ipn ot I j The
appar at us 2Lcordihgfggpgﬁg?ﬁ$ﬁgﬁﬂ$ﬁ}t erfg%%% igéﬁgp%%%ﬁgbgg¥é§9§hvising

t he user v4a vahe fmaplibuedt vakier interface to replace a traded security with

3 anot her gecurity,w.th suffi.cientl imlar.partfolio characteristics, and
nmeans for i provi ?npgEln ga ] Iplyost{clng ’ewglbe(r: B Zhee i %llwglss ﬁrétgctt#e)agt?’sné{;nwn%ces to trade
sel ect ed s@&cuhdntd gecifiable dedreaspdin vdlad from andrenhesled)y change the m x of

securities,in the portfolio. .1 67. The a r.at.us accordi to claimb59,
further cohpri si népr?é(g?'?g pfog c“ﬁn’cfftbebfi"églerf%?‘?%mt ‘ﬁ@“ﬂ&%“r‘edgatg%m W%y of
potenti al $hirehfisrefeding acspsdifiebmfatiatacd;, wth 3 each of the plurality of

shi el ds, erein each possibl.e aﬁ%eLd is depicted separately 4 on a graph
'n a threc di mensPorPXETs B HIRPHICEHR okl 1 @PETER & Ish it | al S
shield, anppt haﬁmaﬁéﬂ&tilhgﬁhﬁ%ﬂitﬂe tdiRr 35 pacimdgedinont; of the shield, a third

axis 6 represents a tine horizon over which the shield will be in effect,
and each pbint 7 Ra$XEHIS RIOsCipRsvderedt thed@rifdliogseHarantprsk @dedshiomeni el d and a

pot enti al 1£05ttANGALHRE a8edl VriaZRihinal ififitiod Phe PRARIAIH DGR sliepg to claim
67, further conprising nmeans for 2 maintaining an association of each

asset /| i ab? | ispseifiablectytitie yetrsdoggndit s plotted in 3 the graph displayed to
the user. 4 69. The; . ac ' ai C risin

1 RRRAT AbHEHRC MAER e bOfN B s YRR d ¥ P 9
means for 2 enabl ang]; .tﬁe ﬁger 1t_ 0 sel énct_e ne ol? *t'he paglﬁlr';}E sf’}l%%mt?‘ﬁ]e gr aph
bei ng di spb ayblidrdadds tidveto cBangget & fejéatay indext he user a specific potential
shield and a specific cost conprising

1 18. The system according to claim 1, wherein the processor provides the

2 user via the graphical user interface a plurality of options for pricing shielding of

the portfolio.

19. The system according to claim 18, wherein the plurality of options

[ % T

includes at Jeast one selected from the group of:

LI

(1) specifying a dollar amount payable at a time of obtaining or

4 terminating a shield for the predetermined time;



4 that point, and which of the assets/liabilities nust be maintained in a
custodial "5 account to obtain the specific potential shield and the

speci fic cost. WO 001481 I 1 PCT/US00/00732 -36 1 70. The apParatus

accor di ng W%%841'm 69, further conprising means for 2 enBBVVHYBE user to
indicate a desired potential shield and a desired cost by 3 selecting one
of the points in the graph, and then ir@ntifying to the user which of 4 the
assets/liabilities nust be traded to obtain the desired shield at the
desired c6st, 5 afud spévéfymgsuperesntags hf enydpaHelicvalue fnetsaseaovehtimge in the

uRﬂp% L\%/Ign iﬁ_ﬁ o ml%&&gh ttd §§ p%%'b{%xl[e\g‘n Af@oe/ 110730t increase in value,

. An9. A A3[7’7 e .ubef. GAws. n@ﬂuﬁlg; if B iporfiio. dAcﬁeasesAFl vaieYthé\ user receives an
5% A35. A 158 cRa] ca] ca] ca]ca]ca]c
a]ca]ca]E a}@BT%%P%%?%%TE%Mgﬁ?% Vm%#ﬁ%ﬁ%} V@&f&? ca]ca]ca]c LU Jea
Cn i ccnfymg an amount over a predetermmed level.
###5$$969@@X&e&1&x&&§ } xsni d ZL]]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]c
a]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]caI (p((())5***+
V44D, - -/ Y/ /10 0.. The system according to _claim 1, wherem the processor calculates
000[ 1112X222?445zt oj e [ V] ca] ca] ca ca] ca] caV] Vlca ca]ca]ca]ca]ca]c
a] ca] ca] c&] cefugl] naa]ﬂela]t@a]eda]rclé}@a]seraqeﬂa]a@a]t@é]ﬂafa.t]qrﬁml efore the
6h667S77768

BCpK| KKKK >LﬁégﬁﬁﬁﬁﬂgkﬂgfmwnhcAY]c]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]cAa]
ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]calPLCQRGSTT)UUUW

Ha bbb dd <f f d.z

Tcal ca] 22?961] cal G %? SR 1A i B é’}% AR Eue.
q|vq|gb]X]]ca]ca]ca]ca]ca]ca]cAa]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]ca]
ca] ca] ca]cal] ca] ca]ca]calcalca]calca! q,qlg@qq% 'r<r|rrsissu;
uuu#vt VX fixyyPzzzzz{Thd bysterhed &h]n]gqa]ccaahqahmaﬂeﬁa]}ﬁqa}&oaasaawa]ﬁa]eca] caj ca] ca
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MAZi n/ v| wmh8ellar preuntcas)acdef Coep Payreid i Upc et s &) Ras e iy 8]‘?:a] ca] ca] ca] ca
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price to charge the user to insure the value of the representative portfolio at a

10 predetermined level at a predetermined time.

28. The computer-based method according to claim 27, further comprising

| & I SY

the steps of:

d) prompting the user via a graphical user interface for information about
the representative portfolio, said information including a list of assets/liabilities in
the representative portfolio to be protected and a corresponding amount of each of
the assets/liabilities held in the representative portfolio;

e) storing information regarding the representative portfolio in a computer

accessible memory; and

O 0 N N W W

f) acquiring the representative portfolio of assets/liabilities with the

—t
o

computer system by placing orders for the asset/liabilities in the representative

b
Y

portfolio with an electronic trading system.

1 29. The computer-based method according to claim 27, further comprising

2 the steps of:
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4 portfolio, said information including a list of assets/liabilities in the portfolio to be
protected and a corresponding amount of each of the assets/liabilities held in the
portfolio;

b) storing the portfolio and the information regarding the portfolio in a

computer accessible memory; and
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¢) analyzing the portfolio using a processor to determine a price to charge
10 the user to insure the value of the portfolio at a predetermined level at a

11  predetermined time.

1 31. The method according to claim 30, further comprising the step of

2 transferring the portfolio to be shielded separately from a third party.

1 32. The method according to claim 31, wherein the third party includes

2 one selected from the group of: a brokerage, a bank or an intermediary.

1 33. The method according to claim 30, further comprising the step of

2 receiving the portfolio to be shielded from the user.
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3 current value.

1 38. The method according to claim 35, wherein excess protection
2 comprises guaranteeing at least some return {rom a portfolio reflecting a

3 predetermined rate of increase.

1 39. The method according to claim 35, wherein indexed protection
2 comprises guaranteeing the value of the portfolio relative a change in value of a

predetermined index.

1 40. The method according to claim 35, wherein the plurality of shielding
2 options includes guaranteeing a return relative to a real inflation rate over a

3 predetermined time period.

1 41. The method according to claim 35, wherein the plurality of shielding
2 options includes guaranteeing a specifiable dollar amount as a return on the

portfolio investment.
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5 receives whatever amount 1s necessary to bring the portfolio value back to its

6 current value.

1 45. The method according to claim 30, further comprising the step of
2 presenting a price to the user for the shield as an amount over some user specified

3 level

46. The method according to claim 30, further comprising the steps of
presenting to the user the option of reinvesting proceeds received from the
securities in the portfolio and from securities that are cashed out in acquisitions in

the representative portfolio pro rata or receiving the proceeds and presenting to
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the user pricing differences for each option.

[

47. The method according to claim 30, further comprising the step of
refunding to the user some of the premium paid if the user wishes to sell a part of

the portfolio pro rata but otherwise wishes to maintain the balance of the

W

portfolio.

1 48. The method according to claim 30, further comprising the step of

2 requiring as payment from the user a portion of the returns to date if the user
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50. The method according to claim 30, further comprising the step of re-
pricing a remaining shield on a new portfolio and calculating a differential if the
user wishes to sell selected securities in the portfolio, and thereby change a mix

of securities in the portfolio.

51. The method according to claim 30, further comprising the steps of
advising the user via the graphical user interface to replace a traded security with
another security with sufficiently similar portfolio characteristics, and providing a
list of such securities if the user wishes to trade selected securities in the

portfolio, and thereby change the mix of securities in the portfolio.

52. The method according to claim 30, further comprising the step of
terminating the shield and outputting a required payment to the user via the
graphical user interface if the user wishes to sell selected securities in the

portfolio, and thereby change the mix of securities in the portfolio.

53. The method according to claim 30, further comprising the step of
displaying to the user a plurality of potential shields and a cost associated with
each of the plurality of shields, wherein each possible shield is depicted separately
on a graph in a three dimension array, in which one axis represents a potential
shield, another axis represents the associated cost of the shield, a third axis
represents a time horizon over which the shield will be in effect, and each point
has an attribute related to both a potential shield and a potential cost and time

horizon.
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1 55. The method according to claim 54, further comprising the step of
enabling the user to select one of the points in the graph being displayed and then
identifying to the user a specific potential shield and a specific cost comprising

that point, and which of the assets/liabilities must be maintained in a custodial
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account to obtain the specific potential shield and the specific cost.

1 56. The method according to claim 55, further comprising the step of
enabling the user to indicate a desired potential shield and a desired cost by
selecting one of the points in the graph, and then identifying to the user which of

the assets/liabilities must be traded to obtain the desired shield at the desired cost,
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and the resultant shield and cost from a change in the underlying assets/liabilities.

57. The method according to claim 30, wherein the step of analyzing
further comprises analyzing the portfolio using value at risk analysis and
sensitivity analysis to determine the price to charge the user based on historical
risk and returns for each of the assets/liabilities in the portfolio and expected
valuations of the portfolio and predetermined prices associated with such expected

valuations and historical risk and returns and the cost of hedging the portfolio

N oy B W N

using dynamic hedging techniques and publicly-traded or other instruments.

58. The method according to claim 30, further comprising the step of
receiving from a plurality of third parties a plurality of competing quotes
representing a willingness of each of the third parties to shield specific user

portfolios, from which a particular user can select to obtain the best price for a

[V - e

particular user’s shielding,.
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3 a) means for prompting a user for information about the portfolio, said
4  information including a list of assets/liabilities in the portfolio to be protected and
5 a corresponding amount of each of the assets/liabilities held in the portfolio;
6 b) means for storing the portfolio and the information regarding the
7 portfolio; and
8 c) means for analyzing the portfolio to determine a price to charge the user
9 to insure the value of the portfolio at a predetermined level at a predetermined
10 time.
1 60. The apparatus according to claim 59, further comprising means for

2 receiving the portfolio to be shielded separately from a third party.
1 61. The apparatus according to claim 59, further comprising means for
2 presenting to the user a plurality of shielding options for insuring the portfolio

3 and a corresponding price for each of the plurality of options.

62. The apparatus according to claim 59, further comprising means for

N

presenting a price to the user for the shield in response to a user specifiable term

as a dollar amount payable upon obtaining the shield.
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63. The apparatus according to claim 59, further comprising means for
presenting a price to the user for the shield as a percentage of any portfolio value
increase over a user specified period, wherein if the portfolio does not increase in
value, the user owes nothing and if the portfolio decreases in value the user

receives whatever amount is necessary to bring the portfolio value back to its
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current value,

it

64. The apparatus according to claim 59, further comprising means for
2 presenting to the user the option of reinvesting proceeds received from the

securities in the portfolio and from securities that are cashed out in acquisitions in
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T HSUR ()™ 2t ref(n(;)ci]igg?f]é@lzglger some of the premium paid if the user wishes to sell a part of

3 the portfolio pro rata but otherwise wishes to maintain the balance of the

4 portfolio.

1 66. The apparatus according to claim 59, further comprising means for

2 advising the user via the graphical user interface to replace a traded security with
3 another security with sufficiently similar portfolio characteristics, and means for
4 providing a list of such securities if the user wishes to trade selected securities in
5 the portfolio, and thereby change the mix of securities in the portfolio.

1 67. The apparatus according to claim 59, further comprising means for

2 displaying to the user a plurality of potential shields and a cost associated with

3 each of the plurality of shields, wherein each possible shield is depicted separately
4 on a graph in a three dimension array, in which one axis represents a potential

5 shield, another axis represents the associated cost of the shield, a third axis

6 represents a time horizon over which the shield will be in effect, and each point
7 has an attribute related to both a potential shield and a potential cost and time

8 horizon.

1 68. The apparatus according to claim 67, further comprising means for

2 maintaining an association of each asset/liability to each of the points plotted in

3 the graph displayed to the user.

69. The apparatus according to claim 68, further comprising means for
enabling the user to select one of the points in the graph being displayed and then
identifying to the user a specific potential shield and a specific cost comprising

that point, and which of the assets/liabilities must be maintained in a custodial
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account to obtain the specific potential shield and the specific cost.
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1 70. The apparatus according to claim 69, further comprising means for
enabling the user to indicate a desired potential shield and a desired cost by
selecting one of the points in the graph, and then identifying to the user which of

the assets/liabilities must be traded to obtain the desired shield at the desired cost,
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and the resultant shield and cost from a change in the underlying assets/liabilities.



